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Two Stages in Colombian Tariff 


Policy: The Radical Era and the 
Return to Protection (1861-1885) 


By David Bushnell ’ 


The tariff issue, which has often been a cause of dissension 
in Colombia as elsewhere in Latin America, has seldom loomed 
quite large enough in Colombian party struggles to become a 
main center of attraction. The one tariff conflict to win mention 
even in textbooks and general histories is that of the early 
1850s between the Gé/gotas, who as doctrinaire Liberals sought 
as close as possible an approximation to Free Trade, and the 
opposing Liberal faction of Draconianos, who had their chief 
strength among the military but also enjoyed the support and 
favored the views of the protectionist Bogota artisans. This 
disagreement on tariff policy, as is well known, served to deepen 
a split within the ruling Liberal Party that had other roots 
besides. It therefore contributed to the political crisis that 
came to a head in 1854 with the short-lived dictatorship of a 
Draconiano army officer, José Maria Melo. Then, with the 
overthrow of Melo if not even sooner, the tariff reverted to its 
usual status as a secondary issue. Nevertheless, the student of 
Colombian history can scarcely help but wonder what was finally 
done about the tariff once this temporary excitement died down. 
The problem is worth studying both for its intrinsic importance 


1 Department of History, University of Delaware. 

This study is a by-product of research performed with the help of 
grants from the Social Science Research Council and the University of 
Delaware; I would like to acknowledge at the outset my debt to both. 
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and for whatever light it may throw on political alignments over 
the next few decades of Colombian history.’ 


It should be emphasized first of all that the Colombian tariff 
issue at mid-century did not involve the status of an incipient 
factory system, as there literally was none. It concerned a group 
of primitive handcrafts, producing textiles, leather goods, and 
the like, which had enjoyed a fairly high degree of tariff pro- 
tection from shortly after the dissolution of Bolivar’s Gran (or 
Greater) Colombia until the enactment of a new tariff law in 
1847. In that year, under the rather unorthodox Conservative 
administration of Tomas C. Mosquera, duties were cut by an 
average of more than 25%. When the Liberals returned to 
power in 1849, the Gé/gota faction proposed to slash duties even 
further, holding that Colombia should willingly accept her 
“natural” position as a supplier of metals and raw materials in 
exchange for cheap foreign manufactures. At first they had little 
success in view of the concerted opposition of the artisans and 
their Draconiano allies, but the defeat of Melo finally cleared 
the way to resume the work of tariff reform. Some fairly im- 
portant reductions were promptly carried out, with a view to 
eliminating any traces of outright protectionism that still 
remained. 


However, the progress made was limited in some respects. 
For the next few years Colombia was given over to constant 
political and constitutional debates, first under the anomalous 


* This is not to say the problem has never been studied at all. As 
far as I am aware, it has been seriously discussed by only one recent 
writer—Luis Ospina Vasquez in his general study Industria y proteccion 
en Colombia 1810-1930 (Medellin, 1955)—but his treatment is so 
authoritative that one may ask whether there is justification for the 
present article. Indeed if Ospina’s work had been available earlier, 
this study might never have been undertaken. However, there are 
some aspects of the tariff problem during the years in question that 
are intentionally given little or no emphasis in the plan followed by 
Ospina; and of course there is nothing on the subject in English. Thus 
I hope it may still serve some useful purpose to offer my findings in 
print. I have merely eliminated or shortened certain sections of 
essentially background information which at first seemed necessary but 
which can now be better handled by footnote references to Ospina 
Vasquez. 
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coalition that succeeded Melo, made up of Gé/gotas (or Radicals 
as they came to be known) and Conservatives, then under the 
weak though all-Conservative administration of Mariano Ospina 
Rodriguez (1857-1861). Not only was there a lack of firm 
leadership in the country, but the merits of rival brands of 
federalism received far more attention than tariff policy, and 
reductions one year were often cancelled in whole or in part by 
miscellaneous increases the year following. Some duties re- 
mained immoderately high even though no element of protec- 
tion was involved. Nor was any action taken on the various 
proposals that were made to change the method of assessment, 
which still entailed the imposition of specific duties on all articles 
by means of a voluminously awkward arancel.* 


Two decades of Radical tariff-making: 1861-1880. Only with 
the triumph of the Liberal revolution of 1860-61 did a really 
sweeping revision of the tariff structure become possible. Tomas 
C. Mosquera, who now became president for a second time, was 
a recent convert to the Liberal cause; he was a military caudillo 
more than anything else and thus became a natural rallying 
point for many of the remaining Draconianos. But the Draco- 
niano faction had not wholly recovered from its adventure with 
Melo, while the Radicals, or ex-Gd/gotas, were not merely the 
paladins of 19th century Liberal orthodoxy (which in economics 
meant laissez-faire and low tariffs) but also included much the 
ablest of their party's leaders. The latter, therefore, were des- 
tined to reap the main benefits of the Liberals’ return to power. 
Their influence was made evident in tariff matters by Mosquera’s 
own decree of October 16, 1861, which was actually prepared 
by three Radicals: Miguel Samper, Rafael Nifiez and Manuel 
Ancizar.* The decree specifically reaffirmed that revenue was 


° For a fuller discussion of the period 1847-61, see Ospina Vasquez, 
pp. 204-232. It may be well to note here that the Conservatives gen- 
erally favored lower tariffs at this time, but that there were also exceptions 
—one of whom served as Secretary of Finance under President Ospina, 
himself a free-trader. 

* Codificacion nacional de todas las leyes de Colombia desde el afio de 
1821 (Bogota, 1921-....), Vol. XIX, pp. 434-435; Miguel Samper, 
Escritos politico-econdémicos (Bogota, 1925-27, 4 vols.), Vol. I, p. 132, 
n. 1. Samper was too independent to be labelled as a ‘‘Radical” except 
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the sole object of the tariff system, and it finally abandoned the 
arancel. It did not substitute a system of duties ad valorem, 
which was widely regarded as the least objectionable but was 
considered too difficult for Colombian customs agents to enforce. 
However, it adopted the next best thing, which was the system 
of peso bruto. By this method all articles were divided into 
three classes, of which one was admitted free and the others 
taxed 5 and 30 centavos respectively per kilo of gross weight. 
The free list was limited to rather special items such as steam- 
boats and live animals, while the class paying only 5 centavos 
consisted mainly of articles with low intrinsic value in propor- 
tion to weight. 


The new system greatly simplified the collection of duties. 
Most of the items that enjoyed duty-free status or paid 5 cen- 
tavos were normally shipped in bulk and easily recognizable. 
With everything else lumped together in the same class at 30 
centavos—e.g., all types and grades of textiles indiscriminately— 
there was little need for inspections and little opportunity to 
defraud the treasury by concealing the nature of the goods. Critics 
of the measure were quick to point out that when duties were 
consolidated certain ones had actually been raised, and also that 
it was unjust to tax the silks imported for the idle rich no more 
heavily than the coarse cottons of the poor. Under the late 
arancel (as revised in 1858) the former had paid as much as 
7.20 per kilo and the latter 3314 centavos. But the sponsors of 
the new tariff insisted that such drawbacks were more than 
offset by the advantages. The new duties were on the average 
quite moderate, and even though some consumers admittedly 
benefitted more than others, there would still be a net saving for 
the great majority.” Felipe Pérez, a good Radical, could well 


with reservations; but he was generally closer to the Radical viewpoint 
than to any other, especially on economic matters. 

*See E] Tiempo (Bogota), November 5, 1861, and April 27, 1864, 
for discussion of the new system. It is interesting to note that U. S. 
diplomats agreed with the charge that luxuries and higher-priced articles 
generally had been unduly favored, and complained that U. S. exports 
to Colombia were penalized as they mostly fell in a different category; 
cf. dispatch of U. S. Minister A. A. Burton to Secretary Seward, 
November 13, 1862, National Archives, Washington (hereafter cited 
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maintain that Mosquera’s tariff decree was “as memorable and 
grandiose in its scale’ as the far more famous decree of dis- 
amortization by which the new administration was attempting to 
strip the church of its landed wealth.® 

The decree of 1861 set a pattern that was to last almost 
twenty years, or roughly as long as the Radicals maintained 
their influence in public affairs. The method of peso bruto was 
retained, even though the simplicity that was its chief virtue was 
gradually watered down by the addition of new classes, which 
grew to five in place of the original three, and by the shifting of 
articles from one class to another. There was also a host of 
temporary exceptions enacted from time to time for such pur- 
poses as allowing a cathedral clock for Santa Marta or cemetery 
decorations for Ocafia to enter duty-free.’ Amid all these 
changes in the rates it is possible to distinguish a continued 
downward trend at first. The cheapest cotton textiles were 
charged only 20 centavos per kilo in 1870, at which time 
Salvador Camacho Roldan estimated that the tariff as a whole 
was one-third lower than it had been in 1858-59.° [See Table. } 
Later on the trend was reversed, for in 1873 there was an upward 
revision on many items, and in the following year a surcharge of 

























as NA), Colombia Dispatches Vol. ..... Then, too, any exact comparison 
of duties by arancel and by peso bruto is impossible since the former 
specific duties were reckoned sometimes by weight, sometimes by unit. 
But the general effect of the new tariff was still a definite reduction 
of duties, especially as the rates had been: tending upward in the years 
immediately preceding the reform. 

It should be noted that the $ sign as used in this study refers always 
to Colombian pesos, whose value in the period covered was roughly 
stable and roughly equivalent to the U. S. dollar. 

° El Tiempo, April 27, 1864. 

* Cédigo Fiscal de los Estados Unidos de Colombia (Bogota, 1882-84), 
Part 2, pp. 15, 17, and passim. 

8 Memoria que presenta el Secretario de Estado del Despacho de Ha- 
cienda (Bogota, 1871), xiii. (Other volumes in the same series will 
be cited hereafter as Memoria de Hacienda, followed by the year of 
publication.) Whenever specific reference is made to duties charged, 
the source unless otherwise indicated should be understood to be the 
comparative table in Memoria de Hacienda (1877), Documentos sobre 
Aduanas, 1xii. The figures of the table inserted in this article are 
derived from the same source, from Memoria de Hacienda (1878), 
Documentos sobre Aduanas, iii, and from Cédigo Fiscal, Part 2, pp. 56-62. 


8 INTER-AMERICAN ECONOMIC AFFAIRS 


25% was added on top of all existing duties to be used for 
“material improvements’—meaning chiefly railway construction. 
An even sharper increase came in 1877, when the Executive was 
authorized by Congress to levy 214 centavos per kilo on the free 
list and to raise other duties by a maximum of 40% in order 
to pay for suppressing a Conservative revolt. However, this 
was a discretionary measure, and the maximum increase was 
not usually imposed; nor were duties raised at any time for 
purely protectionist reasons. There were also certain factors 
that attenuated the effect of the increases that did take place: 
a portion of the amount due could always be paid in depreciated 
government obligations, acceptable at the customhouse for face 
value, while from the viewpoint of consumers the mere fact that 
Colombian duties began to rise in the mid-seventies was often 
less important than the decline in the basic price of many Euro- 
pean manufactures that marked the last quarter of the century.” 


REPRESENTATIVE IMPORT DUTIES 
(Centavos per Kilo) 


1861 1864 1870 1874 1877 1880 
Cotton Cloth 30 20 30 40 40 
Clothing 30. 45 45 60 75 
Leather 5 5 12144 15 5 
Footwear and Saddlery 30 30 45 45 60 75 
Dishware 5 1214 15 5 
Wooden Furniture .... 5 24, 34%, 75 
5 


24 3144 5 


Note: When different varieties of any one import are assigned 
to different tariff classes, the figure given is for the cheapest 
variety. 


To be sure, imported merchandise was burdened with still 
other charges imposed by the various state governments either 
as a form of highway toll (peaje) or as a consumption tax. 
Only Boyaca and Panama resisted the temptation to collect such 


® Diario Oficial (Bogota), June 27, 1874; Cédigo Fiscal, Part 2, p. 19. 
10 Cf. Ospina Vasquez, pp. 254, n. 35, 258-259. 
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levies, which in some cases might exceed the national import 
duty. They had much the same effect as a series of internal 
customs barriers, for in practice if not always in theory they 
made a mockery of the provisions in the federal constitution of 
1863 that forbade the states a) to tax goods merely “‘in transit” 
across their borders, or b) to tax any goods whatever that were 
also subject to federal taxation, except that at the time they were 
actually offered to the consumer in retail trade. Yet these state 
levies were hard to counteract, since the same constitution made 
it exceedingly difficult to annul state legislation even for the 
best of reasons.” 


However, such extra burdens should not be overestimated 
either. The state levies, arbitrary or not, were imposed essen- 
tially for revenue purposes, and they affected local productions 
as well, even if seldom to the same extent. In any case, the 
combined taxation on imports was not heavy enough to give any 
systematic protection to Colombia’s primitive domestic industries. 
Bands of artisans in Bogota and less frequently in such provin- 
cial centers as Cartagena thus continued to draw up petitions 
from time to time in which they ascribed all their miseries to 
an influx of cheap foreign manufactures, and excoriated the 
parasitic merchant class that was actually encouraging the love 
of things foreign out of a base desire for profit.” 


Such laments were most common in the 1860s, when the 
general tendency of import duties was still downward. They 
came especially from three groups, which were not always the 
most important but do appear to have been the most vocal: 
furniture-makers, leather-workers (both footwear and saddlery), 


11 Miguel Samper, Nvestras enfermedades politicas: voracidad fiscal de 
los estados (Bogota, 1884); see also article by Samper in La Reforma 
(Bogota), July 13, 1884. The most flagrant violations of the consti- 
tution were usually found among the ‘‘econsumption” taxes, but Samper 
makes a good case to the effect that even peajes, which were in theory 
not so much a form of taxation as payment for services rendered, were 
clearly against the spirit of the constitution and very likely against 
its letter as well. 

12 Cf. La Opinion (Bogota), October 14 and 20, 1863; and petition 
from Cartagena in Archivo del Congreso, Bogota (hereafter cited as AC), 
Camara de Representantes 1864, Vol. V, fol. 84-89. 
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and clothing-makers. The position of the former was affected by 
the generally low rate on wooden furniture, which was 30 cen- 
tavos per kilo in 1861, was slashed to 5 in 1864, and with one 
brief exception remained in that vicinity until 1880. But the 
mere cost of transporting so bulky an item would have made 
most imported furniture hard to sell at inland points such as 
Bogota—where the main protests came from—even with no 
duty at all. Apparently certain grades of medium weight could 
be sold economically, but not enough to inflict much serious 
damage on local craftsmen. The situation was different on and 
near the coasts, where imported furniture was relatively common, 
but at the moment this was not a major issue. Not only did 
transportation costs in this case rule out dragging furniture from 
the interior of the country but there was scarcely any furniture 
industry in the coastal regions themselves to protect: only the 
coarsest items, for which there was no real imported equivalent, 
appear to have been locally produced on a significant scale.” 


A slightly different problem was posed by the demand for 
protection of leather goods and clothing. The cost of transpor- 
tation offered less of a differential in favor of native craftsmen, 
so that it was easier to demonstrate the impact of foreign com- 
petition even in the interior. However, there was a further com- 
plication in that both industries relied in large part on imported 
materials; the rate of duty on the latter as well as on the finished 
product was therefore a factor in determining their competitive 
position. The leather in a pair of shoes might conceivably be 
Colombian in origin even when imported, having been sent 
abroad for processing since Colombia had ample hides but 
inadequate tanning facilities. Yet the shoemakers who asked 
protection for themselves had no desire to see this anomaly cor- 
rected by establishing protection for tanners as well. They 
naturally wanted leather duties to remain as low as possible, 
and on this score, at least until the mid-seventies, they had no 


18 Unfortunately Ospina Vasquez, who in addition to his central theme 
presents a general survey of the Colombian economic background, spe- 
cifically excludes artisan activities from detailed consideration. However, 
some discussion of the furniture craft is found in Samper, Escritos, Vol. I, 
pp. 247-248, 253. 
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serious complaint. There was likewise a uniform tendency to 
place the leather itself in a lower tariff class than the articles 
made from leather: in 1861-65 the rates per kilo were 5 and 
30 centavos respectively. But this treatment was not frankly 
protectionist; it merely reflects a natural difference in intrinsic 
value. Any advantage of the artisans was limited, since the duty 
on leather products was still generally low in relation to their 
market price.** 


As for the clothing trade, it is safe to assume that any articles 
likely to come in competition with ready-made imports were 
fashioned almost exclusively out of foreign textiles. Colombian 
textiles were still widely produced, above all in Boyaca and 
Santander, but they were not keeping pace with the growth of 
the market, and they consisted more and more of the very 
coarsest cotton and woolen goods.’® One reason for the relative 
decline of domestic cloth manufacturing had been the abandon- 
ment of outright tariff protection, although there were other 
causes too, and whether in spite or because of this decline 
remarkably few voices were now raised in favor of reviving the 
industry by tariff manipulation. Such a course would have met 
unusually strong opposition, since textiles were far and away 
the leading import, and the interests of consumers and of the 
national treasury could not easily be overlooked. But even 
the duties imposed for purely revenue purposes were by no 
means negligible. On ordinary cottons they ranged from 20 to 
40 centavos, which was roughly equivalent to 30-50% ad 
valorem.’® This worked to the disadvantage of tailors, dress- 
makers, et al., especially since the rates on finished apparel were 
seldom a great deal higher per kilo and might well be lower 


4 Ibid., Vol. I, pp. 93, 254; Ospina Vasquez, p- 259, n. 50. There 
was without doubt some protectionist intent in the different treatment 
of unfinished and finished products, but not enough to refute the Radi- 
cals’ claim of having an essentially revenue tariff. 

15 Ospina Vasquez, pp. 260-264 and passim. 

16 Tbid., pp. 257-258 and sources cited therein, which do not always 
agree. Salvador Camacho Roldan set the figure at over 50% ad valorem 
in a note to the U. S. Minister at Bogota, enclosed with dispatch of the 
latter to Secretary of State, November 11, 1878, NA, Colombia Dis- 
patches Vol. ..... 
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in terms of value. Under the tariffs of 1861 and 1864 there 
was in fact one single rate for all varieties of both textiles 
and clothing. 


There were also certain minor occupations on whose behalf 
a demand for tariff protection was occasionally put forward. 
Soap production is one example." But for approximately two 
decades following the Liberal revolt of 1860 no widespread 
movement developed for a revival of protectionism, which re- 
mained the cause of a generally weak minority. The tariff staged 
its one rather limited comeback as a live political issue when 
Mosquera, after breaking openly with the Radicals, sought to 
curry favor with the Bogota artisans by holding out hope, among 
other things, of tariff revision.. During his final term as presi- 
dent (1866-67) he informed Congress that in some towns 
“there is no longer a carpenter, a tailor, or shoemaker, because 
not only clothing and footwear but also furniture of all types 
are imported.”** He therefore declared in favor of a return to 
protection, and also to the arancel method of tariff assessment, 
and his views were echoed by his Secretary of Finance, Alejo 
Morales, in the Memoria de Hacienda of 1867. Morales re- 
hashed the usual argument against peso bruto as favoring the 
luxuries of the rich over the necessities of the poor,’® but one 
may assume that the real objective was not so much to cut duties 
on the latter as to raise them on such “‘luxuries’”’ as boots and 
furniture and ready-made clothing. 


However, the tariff still did not become a primary concern of 
the Mosquera administration, and since the president never really 
controlled Congress during his final term he could not accom- 
plish much. The tariff law of 1866, which bears his signature, 
briefly restored the rate on wood furniture from 5 to 30 cen- 
tavos while slashing the duty on leather to a new low. But it is 
hard to say how much credit belongs to Mosquera, especially as 
he had scarcely taken office when the measure was sent to him 


17Cf. AC, Camara 1875, Vol. I, fol. 135-137. 

18 Registro Oficial (Bogota), February 1, 1867. 

19 Memoria de Hacienda (1867), xxv-xxvii; cf. Samper, Escritos, Vol. 
» pp. 92, 94. 
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by Congress.” Later on Mosquera used his veto power to block 
Congress from lowering the rates on drugs and fireworks, com- 
menting that any reduction on the former would benefit only 
the grasping fraternity of druggists and that the domestic fire- 
works industry clearly was deserving of protection.** Before he 
could do much more than this, Mosquera himself was put out 
of office by a Radical coup. 

During the years immediately after the fall of Mosquera the 
Radicals were at the height of their power, and the protectionist 
cause at its lowest ebb. In the 1870s there was a new growth 
of interest in the use of tariff legislation for the encouragement 
of domestic industry, but the aim was not usually to erect barriers 
against foreign competition: as already noted, the tariff increases 
that took place at this time were designed essentially for rev- 
enue purposes. Attention was given instead to the possibility 
of reducing or eliminating duties on an ever wider variety of 
needed tools and supplies. To a considerable extent this was 
actually done, the most sweeping example being a law of 1878 
that abolished duties on all ‘instruments, utensils, apparatus, and 
machines destined for agricultural, manufacturing, or mining 
enterprises.”** Similar exemptions were granted repeatedly for 
goods needed in projects of railway construction and the like, 
which would theoretically benefit all branches of production, and 
while they were at it Colombian legislators threw in an exemp- 
tion for vino tinto as a blow against alcoholism.” 


20 T must plead ignorance as to the precise sponsorship and background, 
legislative or otherwise, of the 1866 tariff. I have found remarkably 
little discussion of it in the sources studied, but admittedly have not 
exhausted the possibilities for research. Suffice it to say that it brought 
not a general reversal of tariff policy but a few limited benefits to the 
artisan class; and the furniture rate soon was changed again to the 
lowest figure yet—immediately after Mosquera left office (Codificacién 
nacional, Vol. XXIII, p. 81). 

21 AC, Senado 1867, Vol. II, fol. 319-320. 

*2 Cédigo Fiscal, Part 2, p. 43. This particular measure stayed in effect 
only two years. 

*8 Cédigo Fiscal, Part 2, p. 50 and passim. Ospina Vasquez notes that 
vino tinto was — to have medicinal effect (p. 302, n. 72), but 
a more important factor seems to have been the desire to have Colom- 
bians drink wine instead of chicha, guarapo, etc.; cf. committee report 
in AC, Camara 1880, Vol. XI, fol. 174-175. 
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Indeed the free list was growing so long that successive Sec- 
retaries of Finance were compelled to view with alarm, espe- 
cially as some of the exemptions were loosely phrased; and by 
administrative resolution they were sometimes able to limit the 
scope of the privileges granted. The Secretary whose lot it was 
to interpret the blanket exemption of “instruments,” etc., passed 
by Congress in 1878 was Rafael Nijfiez, co-author of the 1861 
tariff, who by this time had abandoned Radical ranks and entered 
the cabinet of Gen. Julian Trujillo (1878-80) as a representative 
of moderate, “Independent” Liberalism. Nufiez favored the 
measure in principle. Yet in execution of it he not only took pains 
to emphasize that the law did not cover raw materials but ruled 
that only “enterprises of recognized importance’’—not just any 
producer—could qualify to enjoy its benefits.” 


The Return to Protection: 1880-1885. Nujfiez’ resolution in 
this case was neither protectionist nor otherwise, seeking merely 
to safeguard revenue and simplify enforcement. Nor did he give 
any hint of novel or controversial opinions on tariff matters in 
any other of his official acts as Secretary of Finance, a post which 
he did not hold for very long. Nevertheless, Nufiez was shortly 
to emerge as the most effective champion of protectionism in over 
twenty years. Just when he abandoned the low-tariff views he 
had held originally appears impossible to say, and there is no 
reason to assume that the tariff question was a cause of Nijiez’ 
disillusionment with the Radical faction generally. This shift he 
himself ascribed chiefly to political and religious factors: the 
Radicals’ insistence on a weak central executive, their record of 
electoral corruption, and their futile hostility toward the Colom- 
bian church. However, in breaking with the Radicals Nijiez 
also specifically denounced what he considered their excessively 
doctrinaire approach to public issues. In this respect he assumed 
an intellectual position from which he could at least examine the 
merits of protection with an open mind. Likewise from the view- 
point of political expediency, for Nijfiez as earlier for Mosquera, 


24 Memoria de Hacienda (1879), p. 19. In only a few cases were raw 
materials ever given a specific exemption; one example, for the match 
industry, is in Codigo Fiscal, Part 2, pp. 50-51. 
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the espousal of protectionism was a perfectly natural corollary of 
a break with the Radical segment of his party; it was almost bound 
to come sooner or later. The logic of such a course was perhaps 
especially obvious after the mob scenes of 1879, in which the 
always protectionist Bogota artisans lent useful support to Gen. 
Trujillo in his own quarrel with a Radical-dominated Congress. 


The change in Nifiez’ thinking became unequivocally clear to 
all for the first time—only after he himself was elected presi- 
dent as Trujillo’s successor, with the support of both Independ- 
ent Liberals and many Conservatives. In his inaugural address 
of April 8, 1880, in which he laid down his plans for the “Re- 
generation” of Colombian political life, he did not place undue 
emphasis on the tariff. But he did mention it, and as he later 
observed** this one occasion brought the protectionist issue back 
into the foreground of political debate after years of lying dor- 
mant. Specifically, he declared: 

“The customs tariff is in need of reforms designed to en- 
courage the arts. This affair requires particular study so that 
only those offering well-founded hopes of progress will be 
protected. The great European and North American in- 
dustries have been formed and have grown, in general, only 
by this means. The consumer for some time will pay for 
a part of the protection just as he pays permanently for all 
public services . . .””*° 


By the middle of June, despite much opposition, the new Con- 
gress had responded to Niujfiez’ call as well as to more petitions 
from the artisans” by issuing a revised tariff with a number of 
clearly protectionist features. Whereas duties on raw materials 
were in some cases reduced—on leather from 15 centavos per kilo 
to only 5—those on many finished products were raised, at times 
substantially. In some cases (e.g., liquors) the increase was 
mainly fiscal in purpose. But the most significant provision was 
one that gave the Executive discretionary power to raise any 














25 Rafael Nifiez, La Reforma Politica en Colombia (Bogota, 1944- 
50, 7 vols.), Vol. III, p. 9. 

26 Diario de Cundinamarca (Bogota), April 9, 1880. 

27 Anales del Congreso (Bogota, 1880), p. 503. 
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duties in the highest tariff class by 25%, from a normal figure 
of 60 centavos to 75 instead, and made the surcharge mandatory 
in four key instances: footwear, saddlery, clothing, and wooden 
furniture. The handling of the last-named item was especially 
notable, since unlike the others it had not generally been included 
in the highest class before, and the new tariff itself spoke of wood 
furniture at one point as belonging to a lower one. But the 
administration chose a strict interpretation, with the result that 
duties on the cheapest types of furniture rose more than twenty- 
fold, from 31/4 centavos to the new level of 75.* 


This, then, marked the final victory of the Bogota artisans. On 
or near the coasts consumers might still import English boots 
and French fashions and an occasional item of Yankee furniture 
even while grumbling at the new rate of 75 centavos. But when 
the latter was added to transportation costs and quasi-legal stat« 
levies, the importation of furniture, at least, into the interior of 
the country became almost prohibitively expensive; the only re- 
course was to evade the law, and to some extent that is what now 
happened.*® The cost of importing leather goods and clothing 
as far inland as Bogota was perhaps not prohibitive, but it was 
certainly discouraging to the consumer. For the rest, however, 
the protectionist content of the new tariff did not quite live up 
to advance billing. There was no real change in textile duties, 
and the rather modest increase on soap, although it was later 
alleged to have had a concrete effect in stimulating production,*° 
merely returned the duty to where it had been in 1861. Likewise 
tanning had been frankly sacrificed to the interest of shoemaking, 
while by a curious inconsistency the rate on dishes was actually 
cut, despite protests in Congress that this would mean ruin 
for an incipient domestic industry.* 


28 Cédigo Fiscal, Part 2, pp. 56-62; Memoria de Hacienda (1881), 
Documentos, p. 137. 

29 The principal technique was for an importer to surrender his ship- 
ment at the customhouse for non-payment of duties and then, by col- 
lusion with other merchants, buy it back for a nominal price when the 
abandoned goods were auctioned off. See Memoria de Hacienda (1882), 

. 16. 
r 80 Nijfiez, Vol. I, pp. 522-523. 
81 Anales del Congreso (1880), p. 879. 
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The rather spotty nature of their handiwork did not prevent 
Nufiez and his chief supporters from extolling the benefits that 
were sure to follow. During the debate in Congress on the law, 
and as long afterward as the controversy it provoked still raged, 
they emphasized that theirs was the ‘‘practical” approach, as 
contrasted with the empty theorizing of Radical free-traders who 
picked their ideas from a handful of foreign texts. The concrete 
experience of the United States in the protection of ‘‘infant 
industries” was repeatedly cited, while any minor exceptions in 
the British free-trade structure were duly noted and exagger- 
ated: a group of artisans flatly affirmed that “‘la libre Inglaterra” 
was protectionist herself.** Naturally all the stock complaints 
of the artisans about parasitic merchants who were indifferent 
to the national welfare were taken over by Independent leaders 
from Nufiez on down. Nufiez himself argued with questionable 
arithmetic that the greatest good of the greatest number would 
be served by inconveniencing the “few” who wanted foreign 
manufactures in favor of the ‘many’ who made the domestic 
equivalents.** Indeed from his viewpoint the reform would have 
been justified even if it had no noticeable effect whatever in the 
way of expanding domestic output. For Nujfiez observed that 
it would be wholesome socially—in effect, a step towards the 
creation of a stable middle-class of citizens—for the artisans to 
obtain a higher degree of security and well-being;** and this 
might be achieved in part by merely raising the prices they 
received for the same amount of production as before. 


The Radical opposition took this same alliance between Nuiiez 
and the artisans as a point of departure for its bitterest rejoind- 
ers. According to the Diario de Cundinamarca, which was the 
principal Radical organ, Nufiez was demagogically playing up to 


“.. . two of the most fearful elements of barbarism which 
are found at the bottom of every society—religious fana- 
ticism, and the aspirations always in ferment of the popular 


82 AC, Camara 1882, Vol. II, fol. 161-162. Cf. Nuifiez, Vol. I, 
pp. 513-514, 518. 

33 Ta Luz (Bogota), July 25, 1882. 

34 Najiez, Vol. I, pp. 357-358, 523. 
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classes, in search of an ideal of social leveling . . . General 
Trujillo had confined himself to stirring up the rabble of 
Bogota for the stoning of Congress, paying for it probably 
from his own pocket. But Senor Nijfiez does not pay in 
silver: he pays with all the traditions and lessons of over 
half a century, which had spread in the country the bene- 
ficent, the fruitful doctrines of free trade, thanks to which 
all social classes have seen their luxury, their well-being, and 
their pleasures increase with the extreme cheapness with 
which they consume the products of foreign industry. Dr. 
Nijfiez, reneging on all his past, promises . . . that in an 
essentially pastoral, agricultural, and mining country, where 
there are no elements of any class for the mechanic arts, 
we will try out the old doctrines of the balance of trade and 
the protectionist system, in order to place the entire country 
in tribute to the crafts of Bogota.’’* 


In the foregoing tirade the theoretical case against protection is 
clearly stated; but just as clearly the spectre of mob rule and, by 
implication, the memories of Melo are raised as arguments against 
the Nufez tariff. 


Nijiez’ critics argued further that if he had been sincere in 
his talk about industrial progress he would not have taken so 
narrow an interpretation of the tariff exemption for tools and 
machinery passed in 1878, nor would he have been content in the 
new tariff merely to raise the price of shoes, chairs, and clothing 
but would have made a definite attempt to encourage the pro- 
duction of textiles and pottery, or perhaps the iron of Samaca.*° 
As it was, he had only conferred ‘‘a privilege without decent 
explanation’”*’ on a few crafts which were certainly not “infant 
industries” but whose members happened to be strategically 
placed for political action. A final type of criticism concerned 
not the tariff law’s professed aim but its technical wording, which 


35 Diario de Cundinamarca, May 12, 1880. 

86 This reasoning is perhaps most clearly expressed in E/ Repertorio 
Colombiano (Bogota), Vol. IV (1880), pp. 297, 308. Although this 
was a Conservative organ, Radicals were naturally in full agreement. See 
also Samper, Escritos, Vol. I, p. 276. 

37 Diario de Cundinamarca, June 29, 1880. 
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left a good bit to be desired. The confusion as to the class for 
wooden furniture has already been mentioned. Equally curious 
was the provision that the increase on liquors should take effect 
at once, while other increases were to be effective only at the end 
of about two months. This feature offered a special bonanza 
to merchants with a large stock of liquor on hand the day the 
law was signed, and it gave rise to hints of foul play not only 
in the Radical press but also in the Repertorio Colombiano of 
the Conservative publicist Carlos Martinez Silva.** Indeed the 
latter condemned the new tariff with all the same arguments as 
the Radicals, even if usually in milder language: instead of talk- 
ing about the “fearful barbarism” that Nufez was unleashing, 
he was content simply to mention “the scenes of 1853.’"*° For 
that matter, Conservatives in general were at least as likely to 
side with the Radicals as with Nufez on the tariff issue, 
although they seldom took such intense interest in it—or in any 
merely economic matters—as did the rival bands of Liberals.*° 


The opponents of protection were not strong enough to reverse 
the trend that Nufiez had started. All they accomplished by 
their agitation was to frighten the favored groups of craftsmen 
into new expressions of loyalty toward their benefactor Nujfez. 
Nevertheless, the new tariff did have to withstand several im- 
posing counter-attacks in Congress. The first of these occurred 
when the lower house of the same Congress that originally 
passed the law approved a resolution declaring that the legis- 
lators’ true intent had been to place wood furniture in the third 
class, paying 20 centavos, rather than the fifth and highest; even 
preserving a 25% surcharge this would have meant a great re- 
duction. But the Nifiez administration did not feel bound by 


88 [bid.; Repertorio Colombiano, Vol. IV, p. 473. Not to mention 
the U. S. Minister Ernest Dichman, who said the idea was to favor 
certain friends of the administration; see his message to Secretary of 
State, June 23, 1880, in NA, Colombia Dispatches. 

89 Repertorio Colombiano, Vol. IV, pp. 315-316. This was a ref- 
erence to the scenes of growing disorder that led up to the Melo coup, 
which occurred a year later. 

40 For several shades of Conservative opinion see E/ Bien Social (Bo- 
gota), June 4 and 24, 1880; E/ Deber (Bogota), May 4 and 11, 1880; 
and Ospina Vasquez, p. 293. 
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such a resolution and ignored it accordingly.** Another attack 
was then launched in 1882, when Nuijfiez’ first term came to an 
end and Miguel Samper became Secretary of Finance in the 
“Liberal Union” administration of Francisco J. Zaldia that fol- 
lowed next in line. Samper was an active merchant, able eco- 
nomist, and like Nifiez a co-author of the tariff reform of 1861; 
unlike Nifiez, he still held the same views on the tariff that he 
held then, regarding the current policy as nothing but ‘‘discred- 
ited socialism.’’** Whether from expediency or otherwise, he was 
willing to retain the higher duties that had been placed on leather 
goods and clothing, but he vigorously assailed the furniture duty, 
which had aroused far more criticism than anything else. He 
still did not care to reduce it merely by interpretation, but when 
a bill was introduced in Congress to achieve the same effect he 
strongly urged its adoption. He also lent his full personal and 
official support to certain other proposals for tariff reduction, 
notably on textiles of wide popular consumption; and all these 
matters received serious study, to the extent that imports—and 
revenues with them—temporarily fell off while merchants waited 
to see what would happen.** Some of the artisans felt moved 
to -draw up a petition that mockingly urged the antl-protec 
tionists in Congress to vote themselves special customs rebates 
in order to “furnish their newly-constructed palaces” rather than 
change the existing tariff outright.** But in the end only the 
lower house was prepared to take the Secretary's advice, and 
nothing was done. 


By the end of the year Samper left office and Zaldua died, 
being succeeded as acting president by Jose E. Otdlora. The 


41 AC, Camara 1881, Vol. V, fol. 295, Vol. X, fol. 117-120. 
42 Samper, Escritos, Vol. I, . 291. 
J 


43 Ta Luz, July 4, 1882 and January 6, 1883; Memoria de Hacienda 
(1883), Documentos, pp. 80-94. A bill embodying the changes men- 
tioned was originally introduced in the lower house by José Maria 
Samper, a moderate Conservative not to be confused with the Secretary 
himself; see Amales de la Camara de Representantes (Bogota, 1882), 
p. 181. But the Secretary essentially made these proposals his own by 
putting his official support behind them, and in the eyes of protec- 
tionists he was chiefly associated with them. 

44 AC, Camara 1882, Vol. II, pp. 161-162. 
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latter professed alarm over the “execessive rise’ that had recently 
occurred in duties on foreign manufactures,**, and so did his 
Secretary of Finance, Anibal Galindo,** but when Congress again 
took up the problem of tariff reduction in the sessions of 1883 
the result was the same as the year before—the lower house was 
in favor, the Senate was not.*” In fact Otdlora himself ulti- 
mately made use of discretionary powers granted to the Execu- 
tive by previous legislation( including the tariff of 1880) in 
order to raise duties on a number of items primarily for the sake 
of revenue. Though soon countermanded, his move was as- 
sailed on rather technical grounds as unconstitutional and pro- 
vided ammunition for an abortive attempt to remove Otdlora 
from office by impeachment.** But there were many other charges 
against him too, and the basic reason for this rumpus was not 
tariff policy in any shape or form but the equivocal stand of 
Otalora with regard to the presidential succession in 1884. 


The question of the presidency was finally settled with the 
victory of Rafael Nuiifiez, who was inaugurated for his second 
term, after considerable delay in coming to Bogota, on August 
11, 1884. This result as well as the temper of the new Congress 
that was elected with him** left little room to hope for a reversal 
of the protectionist trend. Moreover, Nufiez now rounded out 
his tariff reform in one major respect by signing a law for the 
establishment of custom houses at Colén and Panama, thus 
ending the special tariff-free status enjoyed by the Isthmus since 
1849. Both as a fiscal expedient and as another victory for 
protection the effect of this measure was limited by the provision 
that only 60% of the normal duties should be charged. Even 
if the full tariff had been imposed, Panama was unlikely either 


5 Diario Oficial, February 1, 1883. 

46 Memoria de Hacienda (1883), p. 34. 

47 Memoria de Hacienda (1884), p. 166. 

48 Anales de la Camara (1884), pp. 11, 15, 128; Memoria de Ha- 
cienda (1885), Documentos, pp. 4-9. The specific charge was that 
these powers had lapsed by the time Otalora used them. 

49 Among the proposals presented was one to raise shoe and furniture 
duties to $1 per kilo. Amales de la Camara (1884), p. 355. 

°° Cédigo Fiscal, Part 2, pp. 342-343; Diario Oficial, September 26, 
1885. 
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to develop industries of its own in the near future or to seek 
manufactures from the rest of Colombia. On the other hand— 
and this was the main point according to Nijfiez’ Secretary of 
Finance, Felipe Angulo—the measure would at least give Pan- 
amanians a greater sense of sharing in the life of the nation as 
a whole,” and it was thus a sign of the same nationalist spirit 
that was evident in Nujfiez’ tariff policy from the outset. 

For the rest, Nuiiez does not appear to have resumed office 
with any set plan for further innovation in tariff matters. In 
his Memoria of 1885 Secretary Angulo actually declared in favor 
of moderation in import duties for the sake of stimulating trade 
and specifically condemned ‘‘prohibitive’’ rates.’ But Angulo 
did not renounce the general principle of protection, and there is 
nothing to suggest that Nijiez himself had again changed sides. 
Later in the same year an executive resolution was put forth to 
moderate, at long last, the tariff on wooden furniture,** but this 
was an isolated case, and by that time the general level of rates 
had already resumed its upward climb. For Radical zealots had 
responded to Nijfiez talk of constitutional reform by launching the 
Civil War of 1885, and in practice this led to a series of emer- 
gency decrees raising duties right and left for the sake of 
military expenditures.°* Such increases were not always perma- 
nent, but even after the revolt was successfully crushed the up- 
ward trend continued. 

However, tariff policy after 1885 is a story apart, which was 
not only complicated by a period of growing monetary insta- 
bility but was wholly overshadowed by the task of implementing 
a new and rigidly centralist political organization—the final fruit 
of the Niujfiez “Regeneration.” It is best, then, to close the 
present study with an evaluation of the tariff changes introduced 
by Niujfiez during his first term as president and successfully con- 
solidated by the beginning of his second. And it can safely be 
said, first of all, that the immediate economic effects of the reform 


51 La Luz, September 24, 1884. 

52 Memoria de Hacienda (1885), pp. 4, 11. 

4 Diario Oficial, December 11 and 29, 1884; August 8 and October 
20, 1885. The mere threat of civil war had been enough to start the 
process, so that actually duties had begun to rise even at the time 
Angulo’s message was presented 
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were slight. There was a decline in the amount of furniture and 
a few other articles imported, at least through regular channels,” 
but there is no sure way of judging how much of the business 
lost by foreign manufacturers was actually taken over by native 
craftsmen. The specific gains recorded by defenders of the new 
policy, such as the establishment (by foreign enterprise) of a 
new carpentry shop in Cartagena,”° were generally modest. They 
did not end the artisans’ complaints about foreign competition,” 
and they must be set against the real or imaginary injuries that 
were alleged by tanning and pottery interests as a result of the 
same tariff of 1880.°* 

Even so, a precedent had been set. Colombia was officially 
embarked on the course that has led to the ever higher protective 
tariffs of today. Intellectually, moreover, the new approach to 
tariff policy is another sign of the decay of the doctrinaire lib- 
eralism that had flourished all through the third quarter of the 
nineteenth century in Colombia as in Latin America (and West- 
ern Civilization) generally. In the history of Colombian po- 
litical struggles, finally, the tariff question serves as a convenient 
reminder of the true complexity of the role played by Nufiez. 
The movement which he led was in part a personal creation, 
grounded in his own positivist philosophy, and in part a national 
reaction against the excesses of the Radicals, with the Conserva- 
tive Party destined to be the ultimate beneficiary. Less obviously, 
and to be sure in lesser degree, it represents a brief revival of the 
Draconiano Liberalism of mid-century, which had taken exactly 
the same stand against doctrinaire theorists and made the same 
direct appeal to the economic interest of the artisans. In this 
one respect Nujiez might be called the political heir of Melo, 
whom he once combatted, and even the forerunner of Jorge E. 
Gaitan, who in turn combatted the memory of Nijfiez. 


65 Cf. La Semana Comercial (Barranquilla), November 26, 1882. 

66 Nijfiez, Vol. I, pp. 522-523. 

57 Cf, AC, Camara 1883, Vol. XII, fol. 269. 

58 AC, Camara 1881, Vol. IX, fol. 258-262; La Concordia (Bar- 
ranquilla), January 8, 1882. 

5° It does not necessarily follow that all artisans supported Nufiez in 
the war of 1885 and later stages of the “Regeneration”; on this point 
I must again plead ignorance. But the appeal does seem to have been 
successful at the outset. 





Economic Development in Latin 


America: The Prebisch Thesis 


By Benjamin A. Rogge* 


One of the many paradoxes of this peculiar century is that 
an organization created to promote better and closer ties among 
the nations of the world has sponsored economic surveys and 
reports which, if translated into policy, would bring increased 
economic nationalism and a whole host of new tensions among 
the countries of the world. That organization is, of course, the 
United Nations. 

One of the first and most important of the U.N. economic 
reports was, “National and International Measures for Full Em- 
ployment.’* The authors of this report recommended, on the 
one hand, domestic stabilization policies that could not help but 
contribute to international economic anarchy and, on the other 
hand, a complex scheme to counteract this anarchy ‘which could 
work only in a society of angels and which could produce only 
bitterness and tension among nations as now constituted.” 

These are harsh words and it is not pleasant to use them to 
refer to the activities of an organization that has become a symbol 
of hope in a world still suffering from two world wars and 
fearful of a third. However the importance of the goals sought 
should never be permitted to grant immunity from criticism to 
the means suggested for reaching those goals. And, sadly enough, 
the means suggested or implied in many of the UN reports seem 


* Professor Rogge is Associate Professor of Economics, Wabash Col- 
lege. This paper was prepared while he was Visiting Professor of 
Economics at Escola de Sociologia e Politica de Sao Paulo. 

1 ‘National and International Measures for Full Employment,” (New 
York, 1949); for a critical review of this report see Jacob Viner, “Full 
Employment at Whatever Cost,” Quarterly Journal of Economics, August, 
1950, pp. 390-408. 
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designed to reduce rather than enlarge the chances for peace 
and understanding in our time. 

Many reports similar in effect to the Full Employment Report 
have been released. The one taken for study in this paper was 
prepared by the Economic Commission for Latin America and 
released under the title, “Economic Survey of Latin America, 
1949."”? 

The report includes surveys of economic development in four 
Latin American countries (Argentina, Brazil, Chile and Mexico), 
but, the most important section is the introductory section 
“Growth, Disequilibrium and Disparities; Interpretation of the 
Process of Economic Development.” This section was designed 
to furnish a general interpretive framework for the study of 
economic development in Latin American countries. It is this 
framework which will be subjected to close examination. 


I.—Findings and the Implications of the Report 


The central argument of the Report, as presented in the intro- 
ductory section and elaborated in the country studies, is that the 
peoples of Latin America are caught in the inexorable workings 
of a process that condemns them to the role of second- or third- 
class citizens in the modern world economy. The implication is 
that only strong action by the governments of Latin American 
countries can break through this process and bring the fuller 
life these people so earnestly desire. 

The specific findings of the Report are the following: (1) The 
two-hundred year old industrial revolution has so far been con- 
centrated in a few industrial centres (Great Britain, Western 
Europe, the United States and Japan), and has had little effect 
on the peripheral areas. (2) Such improvements in productivity 


*“Economic Survey of Latin America, 1949,” prepared by the Secre- 
tariat of the Economic Commission for Latin America, United Nations, 
Department of Economic Affairs, New York 1951. The Executive 
Secretary of the Commission was the distinguished Argentine economist, 
Raul Prebisch. The so-called ‘‘Prebisch Thesis” is to be found in other 
publications of the Economic Commission. See ‘The Economic Devel- 
opment of Latin America and Its Principal Problems,’ Economic Com- 
mission for Latin America, United Nations, Department of Economic 
Affairs, 1950. 
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as have taken place in the peripheral areas have been largely 
confined to the industries producing raw materials for the indus- 
trial centres. (3) This has led to a situation in which most of 
the gains in productivity in the peripheral countries have been 
“exported” to the industrial centres, and have done little to ad- 
vance the well-being of the peoples of the peripheral areas. 
(4) Unless some kind of positive action is taken, the long-run 
outlook is for a continuing deterioration of the relative position 
of the peripheral areas. 


The authors of the Report insisted that it was not their function 
to suggest remedial policy but, in both implicit and explicit form, 
the Report does include a general policy framework. This frame- 
work is basically one of rejecting the open market in both exter- 
nal and internal economic affairs. In effect, the countries of 
Latin America are advised to use rational and discriminating 
protection for their domestic industries and various kinds and 
degrees of government intervention in the domestic economies 
to achieve the proper direction of economic effort.’ 


Let it be said immediately that the authors of the Report are 
neither naive and belligerent protectionists nor dedicated social- 
ists. On the contrary, they recognize the theoretical advantages 
of both free trade and free enterprise. However, the general 
tenor of their writings is one of reluctant acceptance of limitations 
on both of these freedoms as the only path to real economic 
development in the Latin American countries. 

The authors of the Report are men of competence and integrity, 
and they obviously had no desire to encourage the excesses of 
chauvinism, economic nationalism and government intervention 
in economic life which are so much a part of the current economic 
scene in Latin America and elsewhere (and which do so much 


*In recent publications, the Commission has insisted that its ideas are 
“neutral” with respect to the degree of government intervention in eco- 
nomic life. However, the central element in the Commission’s thinking 
is the need for “careful direction of private investment.’ If government 
direction of the uses of private capital is a neutral technique, then the 
planned economy and the free economy are indistinguishable and we've 
all been arguing about a difference that doesn’t exist. See, “Preliminary 
Study of the Technique of Programming Economic Development,” Eco- 
nomic Commission for Latin America,’ March 1953, pp. 20-1. 
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to defeat the purposes of the United Nations). And yet it 
seems probable that this will be (and has been) the primary 
effect of the Report. 


After all, this was not a scholarly article in a professional 
journal, but a report by a group of experts appointed by an inter- 
national organization of great prestige. It was brought into being 
to be of direct help to those responsible for making policy at 
‘both the national and international levels. 

The unsophisticated politician (or statesman, if you like) can 
point to the Report as proving (1) that his country has been the 
victim of a new kind of “exploitation” by the industrial coun- 
tries, (2) that this exploitation justifies the protection of domestic 
industry, and (3) that economic development requires the direct 
intervention of the government in the economic life of the 
country. 

From this apparently legitimate springboard, the politician can 
leap (and has leaped) into one excess after another, including 
an exploition of that natural resentment of the peoples of the 
underdeveloped countries against the high-income countries of 
the world. This result, in particular, seems to run directly con- 
trary to the purposes of the organization which sponsored this 
report. 

Now it is obvious that this result was not wanted by the authors 
of the Report. How then can their action in preparing the 
Report be explained? In the first place, they obviously believed 
in the validity of their findings. Thus if they give conscious 
thought to possible abuses of their findings (as they undoubtedly 
did), they were confronted with the dilemma of all scientists, 
recently dramatized in the case of the atomic scientists. Should 
the scientist modify or abandon his investigations because of the 
possibility that the results of these investigations will be put to 
undesirable uses ? 

In general, scientists have followed the policy of pursuing the 
truth as they see it and “‘letting the chips fall where they may.” 
Unfortunately, this is not as simple as it sounds, particularly in 
the social sciences. In the social sciences, the findings can rarely 
be put in categorical form because of the large margin for error 
that surrounds all work in these fields. Thus, there always exists 
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an opportunity for the social scientist to ‘‘modify’’ at least the 
form in which he presents his findings without sacrificing his 
integrity as a scientist. 


In fact, in all cases where the findings would seem likely to 
have a direct influence on public policy, the economist would 
seem to be under a responsibility to present his findings in such 
form as to protect against a gross misuse of these findings. There 
is some evidence that the authors of this Report made some 
attempt to do just this.* 


However, they do not consistently “cover” themselves when 
handling dangerous materials. This becomes particularly impor- 
tant when they let their policy outlook appear in or between the 
lines. The cautions that should surround a report of findings of 
fact and of analysis must be redoubled when suggestions for 
actual public policy are made. In making policy suggestions, even 
indirectly, the economist must give deliberate attention to the way 
in which those suggestions are likely to be handled by the poli- 
ticians. He can’t claim exemption from this responsibility as a 
pure scientist, because he is no longer acting as a pure scientist 
but as a social counselor. 


It is here that the explanation of the behavior of the authors of 
this report probably lies. Most economists, particularly those 
proposing various government interventions in economic affairs, 
tend to devise policy by asking themselves the following question: 
What would I do if J were in a position to make policy and if I 
(or men like me) were in a position to carry out the subsequent 
implementation of the policy? In other words, there is a tend- 
ency for economists to draft policy suggestions as if they were 
the “philosopher kings” of Plato’s Republic, with the power both 
to make and enforce policy, isolated from the currents and pres- 
sures at work among common men. Then, if and when their 


*For example, after arguing that the industrial centres have not 
transmitted the gains from technical progress to the peripheral areas, 
the authors write as follows: “The fact that the centres tend to retain 
the benefits derived from their own technical progress does not mean 
that they are taking possession of something that does not rightfully 
belong to them. From the ethical standpoint, there might be more than 
one justification for this procedure.” p. 23. 
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suggestions actually bear fruit, after passing through the com- 
plex processes of political life and under the administration of 
the typical civil servants, they often refuse to recognize their own 
brainchildren and cry that they have been betrayed. In fact they 
have been betrayed by their own failure to include the political 
element as a basic factor in determining tthe nature and form of 
public policy in economic affairs. 

However, this is not the central topic to be discussed in this 
paper.° The authors of the Report under study might well argue 
that, in the light of their findings, the dangers of the govern- 
ments taking no action outweigh the dangers of the governments 
taking wrong action. This brings the discussion back to the 
findings from which the policy is inferred. 


II.—The Validity of the Findings 

As indicated before, the central question which the authors of 
this Report attempt to answer is the following: Why has the con- 
tinuing industrial revolution not brought about an improvement 
in levels of living in the “peripheral” areas of the world? In 
general, they find the answer to be the following: (1) The 
pattern of international specialization which developed under the 
industrial revolution “assigned” to the peripheral areas the task 
of producing raw materials and foodstuffs for the industrial 
centres, and (2) certain inherent features of this specialization, 
particularly the relative elasticities of demand and supply for 
agricultural products vis a vis industrial products, created a situa- 
tion in which “the periphery not only has been generally unable 
to share with the industrial centres in the advantages derived from 
the technical progress in these centres but has even been com- 
pelled to cede to them a part of the benefits deriving from its 
own progress, .. .” (p. 49). 


A.—The Pattern of Specialization 
The first question to be raised is whether a free/y-developing 
international division of labor would automatically “assign” to 


5 For a more intensive study of the political elements in economic 
policy, see B. A. Rogge, ‘The Role of Government in Latin American 
Economic Development,” Escola de Sociologia, Sao Paulo, Brazil, 1955. 
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the peripheral areas the role of raw-materials producers and deny 
to them any significant role in manufacturing and other indus- 
trial activities. 


The authors of the Report seem to ascribe this conclusion to 
the classical theory of international trade. As Jacob Viner has 
pointed out, this is just not true. He writes that the classical 
theorists ‘‘would not have denied to Latin America, or to any 
other region, full right and justification to establish any kind 
of industry which gave genuine prospects of becoming an eco- 
nomically healthy industry.’ 


Now it is true that some of the generally-recognized short- 
comings of the classical trade theory tended to produce the con- 
clusion that the specialization which would develop under free 
trade would be an “all-out” specialization, with one country 
producing a/l of some goods (e.g. shoes) and none of others 
(e.g. wheat), with another country complementing it with the 
reverse specialization. This particular “model” of specialization 
is unrealistic for two reasons: (1) it largely assumes that pro- 
duction of all types is carried on under conditions of constant 
costs,’ and thus assumes away one of the most important checks 
on the degree of specialization—the operation of the law of 
diminishing returns; and (2) it largely assumes zero transport 
costs, and thus assumes away another important check on the 
degree of specialization.® 


6 Jacob Viner, “Gains from Foreign Trade,” Revista Brasileira de 
Economia, Ano 5, No. 2, Junho 1951, p. 96. 

* [bid., p. 92. 

8In this connection, Walter Isard has effectively demonstrated that 
trade theory has long been deficient because of its failure to include the 
operation of factors which determine the location of industry, of which 
the most important is transport cost. See Walter Isard and Merton J. 
Peck, “Location Theory and International and Interregional Trade 
Theory,” Quarterly Journal of Economics, Vol. LXVIII, No. 1, Febru- 
ary 1954, pp. 97-114. Isard shows that transport costs influence not 
only the volume of trade (which the classical theorists recognized) but 
also the commodity structure of trade (which the classical theorists did 
not recognize). See also, B. A. Rogge, ‘‘Wage Policy and the Location 
of Industry,” an unpublished doctoral dissertation, Northwestern Uni- 
versity, 1953, pp. 52-6. 
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In other words, if the influence of diminishing returns and 
transport costs is recognized, the forecast effects of free trade 
will be something less than ‘‘all-out” specialization. 

Why, then, has the actual form assumed by the international 
division of labor been that of more-or-less ‘‘all-out’’ specializa- 
tion? This is the critical question. The authors of the Report 
under study attribute the slow-growth of industry in the peri- 
pheral countries to certain factors more or less inherent in “un- 
controlled’”” economic development as an historical process. In 
the first place, they say that “the high productivity of the great 
industrial countries is one of the greatest obstacles which the peri- 
pheral countries must overcome in order to attain a similar degree 
of productivity” (p. 73). In other words the industrial centres 
have the advantage of a “headstart.”” To the extent that this 
argument is based on the concept of external-economies and is 
thus related to the infant-industry argument for protection, it 
has some validity. However, Japanese producers were able to 
overcome this alleged disadvantage in an amazingly short time. 
Also, it is instructive to study the early history of the industrial 
revolution, in which England, in particular, found that it had to 
take desperate measures to keep new rivals from borrowing its 
techniques and competing effectively with the established indus- 
tries in England. 

To this the authors of the Report reply that, “In that period 
capitalist technique was still in the first stages of its development, 
whereas now it manifests itself in a high degree of capitalization, 
not easily within the reach of the scanty savings that can be put 
aside out of the low incomes prevalent in Latin America (p. 
63).” 

After studying this particular thesis, Yale Brozen concludes 
that “nations starting industrialization today are no more handi- 
capped and perhaps less handicapped, than those which were 
fortunate enough to begin the process a century or more ago.’”® 
Brozen points out that the underdeveloped countries are handi- 
capped only if they attempt to use the same techniques, the same 


® Yale Brozen, “The Use of Capital in Developing Areas,” an unpub- 
lished lecture delivered at the Escola de Sociologia e Politica, Sao Paulo, 
Brasil, October 1954. 
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ratios of the agents of production as are employed in the devel- 
oped, capital-rich countries—a procedure that is usually neither 
necessary nor desirable in terms of economic development. In 
general, underdeveloped countries should avoid capital intensive 
techniques until the accumulation of capital and the pressure on 
other resources makes such techniques the most economical.” At 
the same time he points out that, ‘‘To the extent that usable tech- 
nical knowledge is available to newly developing regions which 
was not available when older regions began their development, 
new regions have an advantage in starting industrialization later 
(p. 21).” 

In this connection it has been pointed out that newly-developing 
countries could save on their scanty supply of capital and still 
increase productivity in their industries by buying older equipment 
from the industrial centres. This equipment has become obsolete 
in the centres because of the development of equipment which 
replaces more of the high-priced labor of these countries. But, 
with the lower wage scales in effect in the underdeveloped coun- 
tries, this equipment is zot obsolete there but in fact is well-suited 
to the factor-price ratios then obtaining. Nor does this mean 
that the firms using this so-called “obsolete equipment” will be 
at a competitive disadvantage vis a4 vis the firms in the industrial 
centres. The lower wage scales will permit them to maintain 
a competitive (or more than competitive) cost structure. 

This point has been made by H. W. Singer, who adds that 
“not a single country is on the look-out for such machinery, as 
this idea is regarded as ‘humiliating’;” he terms such an attitude, 
“merely emotional.”** Certainly this is true of Brazil, whose 
government has forbidden the importation of used machinery. 


B—The Responsibility of the Underdeveloped Countries 


But if neither the fact of starting-late nor the high capital cost 
of modern techniques is an absolute barrier to industrial develop- 
ment in the peripheral areas, how then can the slowness of this 


10 The authors of the Report recognize this fact explicitly in one sec- 
tion (p. 67), but then forget it when handling this particular point. 

11H. W. Singer, “Problems of Industrial Organization,” Revista 
Brasileira de Economia, Ano 4, No. 3, Setembro 1950, p. 173. 
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development be explained? To some extent, the answer must be 
sought in an area where the authors of this report seem never 
disposed to look (and, in fact, where few of the “experts” in this 
field seem disposed to look). That area is the domestic and 
foreign policies of the governments of the underdeveloped coun- 
tries themselves! 

In many of the underdeveloped countries, the basic insta- 
bility of political life has itself been a prime deterrent of indus- 
trialization or even of improved technology in agriculture. The 
unique feature of most productivity—improving activities is that 
they involve the commitment of capital in fixed form, to be 
recovered only in a slow process of “‘using it up” in the produc- 
tion of goods and services. But an investor hesitates to commit 
“hostages unto the future” in an environment marked by violent 
and unpredictable political disturbances. This has not only fright- 
ened away the prospective foreign investor but, even more im- 
portant, it has led to domestic capital in the peripheral areas seek- 
ing outlets in other countries (“capital flight’) or being hoarded 
or flowing into real estate speculation. Most Latin American 
countries could go a long way towards solving their capital 
problems by creating an environment in which their own capital 
resources would be directed to productive channels in the do- 
mestic economy. 


To the general instability of political life has often been added 
the extra factor of governments hostile to foreign capital and 
unfriendly to the businessmen and investors of their own countries. 

This effect is more noticeable in a country like Brazil, which 
has maintained greater political stability but whose government 
has often imposed on business direct restrictions, special taxes, 
over-extended social security schemes, etc., and engaged in other 
activities which tend to dampen the enthusiasm of the holders of 
domestic capital. 

Particular importance might well be attached to the attitude of 
various governments and their regulatory agencies to earnings 
in the public utilities field. This field represents the “‘social over- 
head capital” so important to the development of any economy. 
Yet the regulation of the firms involved in these activities (in- 
cluding the almost continuous threat of expropriation) has fright- 
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ened the would be investor away from precisely those activities 
which are basic to economic development. 

Figures compiled by the Economic Research Department of the 
Sao Paulo Stock Exchange reveal some part of this picture. They 
show that the lowest earnings among Brazilian corporations in 
1954 were to be found in public utilities (6.5%) and in trans- 
portation (—1.4%). Average earnings for all corporations were 
13.9% and in the machinery group, for example, earnings aver- 
aged 24.0%.” 


Nor is this situation unique to Brazil. The average ratio of 
earnings to equity of United States direct investments in Latin 
America, 1945-8, was only 3% in the public field, compared to an 
over-all average of 14.5% and a ratio of around 24% in the pe- 
troleum field.** In light of these data, it hardly seems surprising 
that the economic development of most Latin countries is han- 
dicapped by an inadequate base of public utility services, par- 
ticularly electric power. It seems unlikely that the low earnings 
and low private investment activity in the public utility field can 
be attributed to anything but the regulatory policies of the gov- 
ernments involved. 

Much more could be said about this, particularly about the 
effects of government-induced inflation on the rate and direction 
of economic development in Latin America. However, this 
should be sufficient to establish the fact that some part at least 
of the responsibility for a slow rate of economic development in 
Latin America must be placed on the governments of the various 
countries involved. 


C.—The Responsibility of the Industrial Centers 


This is not to say that the peripheral areas have suffered no 
damage at the hands of the more-developed countries. As a 
matter of fact, the late start of most Latin American countries 
(and even some of the present difficulties) can be traced back 
to the mercantilistic colonialism from which they freed themselves 


12 Diario de Sao Paulo, July 15, 1955, Sec. 2, p. 8. 
13U. S. Department of Commerce, The Balance of International Pay- 
ments of the United States, 1946-1948 (Washington, 1950), p. 94. 
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in the first and second quarters of the last century. For a number 
of centuries, every colonial power sought to do just that which 
the authors of this report wrongly ascribe to the classical trade 
theories—‘‘assign” to the Latin American countries the role of 
suppliers of raw material and markets for manufactured prod- 
ucts.** 

The fact that this “assignment” often had to be enforced by 
military action indicates that the free development of trade would 
not have produced this same assignment. Although the enforce- 
ment of the laws relating to this policy was always something 
less than complete, there can be no doubt that mercantilistic 
colonialism seriously reduced the extent to which Latin America 
could participate in the developing industrial revolution.’® 


Even after the countries of Latin America attained independ- 
ence, they suffered from the legacy of colonialism. In the first 
place, the years of tyranny by the mother countries had prevented 
the development of the techniques of self-government. Thus, the 
years after the successful revolutions in most Latin American 
countries were years of great political instability."° This created 
a situation in which investment was retarded and such savings 
as existed quickly disappeared overseas or into hoards. At the 
same time, the foreign investor was frightened away by the sad 
experiences he had had in the 1820's in buying the government 
obligations of the newly-created republics. There can be no doubt 
that mercantilistic colonialism left a legacy which still influences 
the character of economic and political life in the countries of 
Latin America.” 


44 As a matter of fact, Adam Smith specifically rejected this aspect 
of British colonial policy. Also, he took specific notice of the repressive 
policy of Portugal toward its Brazilian colony. See Adam Smith, The 
Wealth of Nations (New York: Random House, 1937), Book IV, Chs. 
VII and VIII. 

15 For an excellent study of the way in which Portugal sought to 
impose this assignment on Brazil, see Celso Furtado, A Economia Bras- 
ileira (Rio de Janeiro: Editora a Norte, 1954), pp. 71-9. 

16 In Mexico, for example, over two hundred and fifty revolutions 
were undertaken between 1821 and 1857, producing some fifty different 
administrations. Brazil was about the only country of Latin America 
to maintain political stability in this period. 

17 It is distressing to find that even today the United States is acting 
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However, this is a cause of industrial backwardness which is 
not associated with the free play of market forces (rather, with 
just the opposite) and does not in and of itself call for any 
violent interference with those forces. 

To summarize the argument of this section: The causes of 
industrial backwardness in Latin American countries are to be 
found in large part in the activities of the governments of those 
countries and in the legacy of colonialism, rather than in any 
“inherent” tendency in the operation of the free world market 
to deny to those countries a role as industrial producers. 


D.—Advantages of Industrialization 


The preceding statement should not be taken to mean, that, 
in a free world market, the Latin American counties would long 
ago have come to be as “‘industrialized”’ as say the United States 
or England. On the contrary, given the climate and the types and 
distribution of natural resources in Latin America, it is likely that 
a free market would still have produced in these countries a 
higher proportion of resources directed to agriculture and extrac- 
tive industries than in the highly industrialized countries. It must 
be admitted that if these countries wish to attain the same degree 
of industrialization as the U. S. or England they can not be certain 
to attain this goal in a freely-developing world economy. This 
raises the question of the advantages of manufacturing industry 
relative to agriculture and the extractive industries. The authors 
of this report seem convinced that economic development is sy- 
nonymous with industrialization and that an agricultural nation 
is destined to poverty. 


Jacob Viner says the following about the thesis: 

“All that I find in Prebisch’s study and in the other lit- 
erature along similar lines emanating from the United Na- 
tions and elsewhere is the dogmatic identification of agricul- 
ture with poverty, and the explanation of agricultural poverty 


in such a way as to prevent the development of industry in its Puerto 
Rican “‘colony.”” Only the technique is new — forcing firms to pay a 
minimum wage in Puerto Rico which effectively limits the growth of 
industry on the island. 
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by inherent natural laws by virtue of which agricultural 
products tend to exchange on ever-deteriorating terms for 
manufactures; technological progress tends to confine its 
blessings to manufacturing industry, and agricultural popu- 
lations do not get the benefit of technological progress in 
manufactures even as purchasers because the prices of manu- 
factured products do not fall with the decline in their real 
costs. These natural laws seem to me for the most part 
mischievous fantasies, or conjectural or distorted history, or 
at the best mere hypothesis calling for sober and objective 
testing.’”’** 


He points out that some so-called agricultural nations have 
higher per capita incomes than other so-called industrial nations, 
and that the data on which the comparisons are usually made 
tend to underestimate agricultural real incomes and overestimate 
industrial real incomes. He concludes, ‘“There are no inherent 
advantages of manufacturing over agriculture, or, for that matter, 
of agriculture over manufacturing. It is only arbitrarily in fact 
that the line separating the two can be drawn. The choice 
between expansion of agriculture and expansion of manufactures 
can for the most part best be left to the free decisions of capi- 
talists, entrepreneurs, and workers.’”° 


It is paradoxical that most of the governments of Latin America 
which decry monoculture and agricultural specialization and at- 
tempt to force industrialization are still either directly or indi- 
rectly subsidizing those same agricultural activities! If they 
sincerely desire diversification, it seems highly illogical to inter- 
fere with a freely-developing market shift of resources out of 
coffee, sugar and the other commodities on which their past 
over-specialization was based.”° 


18 Jacob Viner, ‘‘Lucros Provenientes do Comércio Exterior,” Revista 
Brasileira de Economia, Junho de 1951, No. 2, pp. 96-7. 

19 Ibid., p. 100. See also Yale Brozen, ‘The Path to Industrializa- 
tion,” Escola de Sociologia, Sao Paulo. Brasil, October 1954. 

°° For a similar criticism of the policy of the Brazilian government, 
see, “‘O protecionismo moments ameanca a agricultura paulista,” Folha 
mn ‘Manba, (Sao Paulo), 22 de Julho, 1955, Sec. 2, p. 1. 
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E.— Agriculture, Technology, and the Terms of Trade 


The authors of this Report develop a sophisticated chain of 
reasoning which seems to them to establish the fact that an agri- 
cultural nation is destined to suffer in a dynamic, growing world 
economy. The argument is based upon two related hypotheses: 
(1) there is a persistent tendency for the terms of trade to move 
against agricultural products; and (2) not only does technology 
improve at a slower rate in agriculture than in industry but also 
the benefits of such improvements as are made tend to be 
“transferred” to the industrial producers. 


The chain of reasoning here is difficult to unravel because it 
contains a number of truths and half-truths and because it is 
marked by some concealed contradictions. However, it must be 
studied if its relative validity is to be appraised. 


The authors begin by assuming a situation in an underdevel- 
oped country in which population is increasing and technique is 
improving in primary production. This they argue automatically 
produces a surplus of labor in primary production (p. 4); Now 


there is undeniably a tendency for this to take place, but the 
automaticity and degree of the labor surplus phenomenon must 
be questioned. Jf the combined domestic and foreign demand 
for the primary products is elastic to some degree, the fall in 
price arising out of lower costs may induce an increase in the 
amounts demanded of these products sufficient to permit an even 
larger or the same work force to be employed in primary pro- 
duction." 


Unless the demand for primary products is completely inelas- 
tic, there will be some expansion in quantities produced and, even 


*1 They later argue that the proportion of workers engaged in pri- 
mary production must decrease as the output of primary products rises 
because otherwise there would be no workers to transport and process the 
increases in output (p. 13). However this conclusion is obviously in- 
consistent with the assumption of a growing population. Is there any 
reason in theory, why employment could not increase proportionately in 
primary production and the distributive and processing trades, leaving the 
percentages of the population employed in each unchanged? Admittedly, 
economic development wzsually means a change in these percentages, 
but usually is not the same as inevitably. 
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given the improved technology, the actual number of workers 
who must find employment elsewhere need not be large. 

The authors give special attention to the alleged failure of 
increased exports in this case to be adequate to provide additional 
employment for the displaced and newly-added members of the 
work force (p. 9). Now of course it is true that the “primary 
products” have often been primarily export products (coffee, 
sugar, etc.) but an over-concentration on export-effects may lead 
to inadequate recognition of domestic reactions of some import- 
ance. Most of these products have some sale in the countries 
where they are produced, and a lower price would normally 
induce some increase in sales. Here again the critical element 
is the elasticity of demand. But even if the domestic demand for 
the original product is inelastic, the purchasing power released by 
the lower price for this product would be expected to provide 
some employment for the displaced workers. Admittedly, the 
mobility of labor in such countries is usually low, but if the trans- 
fer is the not unlikely one of a transfer from one kind of agricul- 
tural output to another (say from sugar-cane to beans or rice) 
it may require little or no geographic movement of workers. 

As we shall see, this concentration on a few adjustment me- 
chanisms is typical of the Report. The authors tend to “freeze” 
most of the adjustment mechanisms, imperfect though they may 
be in practice, through which an economy adapts itself to new 
situations. Their pessimistic conclusions are partly an inevitable 
product of this frame of reference. 


F.—Disequilibrium in the Balance of Trade 


The next link in the authors’ chain of reasoning is that exports 
will also be inadequate to meet the needs of economic develop- 
ment, specifically the needs related to imported capital goods. 
As they say, “This gives rise to a very important phenomenon: 
the tendency towards persistent disequilibrium in the balance of 
payments, a phenomenon generally inherent in the process of 
economic development” (p. 9). 

The authors admit that inflation in the underdeveloped coun- 
tries has contributed to the disequilibrium in the balance of pay- 
ments but they argue that inflation has been only a “‘circumstan- 
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tial phenomenon,” and that the “organic phenomenon” which 
they describe would have produced this disequilibrium even in 
the absence of inflation (p. 11). The author of this paper would 
argue that domestic inflation, combined with pegged exchange 
rates, would alone account for the “persistent’’ disequilibrium 
in the balance of payments experienced by the typical Latin 
American country in recent years. However, let us look at the 
“organic phenomenon”’ in which the authors of this Report place 
so much stock. 


They assume as before an improvement in productivity in the 
production of primary products. This, they say, leads to an 
increase in real income in the underdeveloped country. (This 
somewhat contradicts their later thesis that the real income bene- 
fits of such an improvement are largely transferred to the indus- 
trial centres which use these products, but let us go on). Because 
of the high income-elasticity of demand for imports on the part 
of the people of an underdeveloped country, this increase in 
income automatically leads to increased imports.** This would 
not be serious if exports increased by the same proportion, but 
this does not happen. It does not happen because the industrial 
centres’ demands for primary products are relatively inelastic, so 
that the lower price for the primary products in the world market 
simply enables the industrial centres to acquire these products 
with a smaller outlay thus aggravating the disequilibrium in the 
balance of payments. 


The first question that arises is, “What happens to the claims 
on the underdeveloped country which are acquired by the export- 
ing countries?” The authors of this report reply (1) that these 
claims are not used to increase imports from the underdeveloped 
country (or at least that there is a considerable time-lag before 


2 Here they engage in some peculiar aggregative thinking. They argue 
that “if a part of the increase in income is spent on imports, an equal 
amount of internal demand will disappear, which causes a disequilibrium 
with regard to the greater production offered”’ (p. 10). But, with lowered 
costs, the larger output is offered at lower prices in the domestic market 
and can be absorbed by the existing money incomes. In fact, increased 
imports are possible only if the lower prices “release” income for import 
or other purposes. 
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this takes place) because of the low import propensities of the 
present-day cyclical centre, the United States, and (2) that they 
tend to be converted into gold, i.e. the industrial centre absorbs 
gold from the peripheral areas. This in turn produces chronic 
monetary disturbances for the peripheral areas. Moreover, once 
their gold stocks or hard currency holdings are depleted, they 
must reduce imports drastically. This in turn slows down the 
rate of economic development in the peripheral areas, because 
economic development depends in part upon the ability to acquire 
capital goods from the industrial centre. Moreover, these capital 
goods do not come down in price in response to the continual 
improvements in technique because of monopolistic action on the 
part of the entrepreneurs and workers who produce those goods 
in the industrial centre (p. 51). Thus, a vicious circle is cre- 
ated from which the peripheral areas can escape only by the posi- 
tive action of their own governments and the cooperation of the 
industrial centres (particularly the United States). 


G.—Government Action and the Export Market 


This chain of reasoning contains in it much that is true. For 
example, the U.S. does not have as large an import coefficient as 
did the United Kingdom in the years when it was the industrial 
centre. And admittedly the U. S. does have a tendency to 
“absorb” gold. However, it is what this chain of reasoning 
leaves out that is important. First of all, some of the responsi- 
bility for the failure of Latin American exports to increase rap- 
idly in recent years must be placed on the combination of infla- 
tion in the domestic economies and pegged exchange rates. This 
combination has made the Latin American market a high-price 
market and has obviously had some effect on the willingness of 
the United States and other countries to buy in that market.** 


Also the cavalier fashion in which some Latin American coun- 
tries have manipulated exchange rates, export duties, etc., has 
not encouraged the American businessman to become dependent 
on supplies from those countries. In some countries, the “‘con- 


28 We shall examine the terms-of-trade, demand-elasticities argument 
later. 





42 INTER-AMERICAN ECONOMIC AFFAIRS 


fiscation” of some part of the dollar earnings of domestic export- 
ers has not created an optimistic, productivity-increasing spirit in 
the export industries. To this must be added the heavy drain on 
private firms for taxes and social security and the fantastic net- 
work of government controls surrounding those firms in most 
countries in Latin America.** This is not an environment designed 
to produce an efficient domestic industry, capable of competing 
on world markets. 


H.—Government Action and Capital Flows 


But even if these factors were not at work to reduce exports 
and if the underdeveloped countries were still plagued with per- 
sistent unfavorable balances of trade on current account, there 
remains the question of why these deficits are not met by capital 
flows from the industrial centres to the peripheral areas. This has 
been typical of economic development in most of the countries 
that are now included in the industrial centre. During the first 
85 years of the development of the U. S. as an independent 
Republic, she experienced persistently unfavorable balances of 
trade, and for the next forty years she just above “‘broke even.” 
Thus as late as 1914, the United States was a foreign debtor to 
the extent of over $5 billion. The economic development of the 
U. S. would undoubtedly have proceeded at a much slower pace 
had it not been for this inflow of European capital. 

The authors of the Report make only casual reference to the 
phenomenon of capital flow as an offset to unfavorable balances 


24To take but two examples: A Brazilian firm which wishes to build 
up its coffee exports by sending samples to foreign buyers must go 
through the following: fill in seven copies of each of seven different 
forms; sign his name and firm over tax stamps on 34 documents; take 
these documents to eight administration offices where they will be visaed. 
He will waste approximately three hours filling the forms; he will pay 
150 cruzeiros for “despacho,”” 7.60 cruzeiros for taxes, 15 cruzeiros for 
the Coffee Institute visa, and 12 cruzeiros for buying the printed forms. 
(Brazil Herald, April 27, 155, p. 4). 

Or if a Brazilian firm agrees to pay higher wages to its workers, it 
cannot deny the wage increases to those workers who have been habi- 
tually absent from work without cause. Nor is it easy to fire such workers 
because of the involved legal procedure which must be gone through if 
the worker protests his dismissa! to the Labor Courts. 
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of trade on current account. Apparently they share the pessimism 
of many of the experts who see little chance for large flows of 
private capital to the peripheral areas under present circum- 
stances. Obvbiously some of this pessimism is justified in terms 
of the political uncertainties in the world today. However, Latin 
America is less influenced by these uncertainties than the under- 
developed countries of the Far East, for example. Thus, some 
part of the failure of capital flows to offset the unfavorable trade 
balances and permit the import of capital goods necessary to eco- 
nomic development in Latin America must be explained on the 
basis of rate policies, stringent rules governing direct-investment 
operations by foreigners, general hostility to foreign enterprises 
etc.—these policies have certainly slowed down the rate of capi- 
tal flow into the Latin American countries. 


To say that capital flows have in fact not been adequate is to 
tell only part of the story; the question still remains of why they 
have proved inadequate, and an answer to this question must give 
some recognition to the extent to which the countries of Latin 
America have followed policies which tend to repel capital flows. 


To summarize: The authors of this report have pointed to the 
disequilibrium in the Latin American balance of payments, noting 
that this has been caused by inadequate exports and capital flows, 
and indicating that this situation is ‘‘inherent’’ in the processes of 
economic development in the current setting. I have tried to indi- 
cate that, at least to some extent, these results are not “inherent” 
in the situation, but have followed from unwise government 
action. 


While the authors of the Report might be willing to concede 
some part of this, they would undoubtedly insist that the situa- 
tion would exist even if the governments were to avoid the kinds 
of action I have described. They would point particularly to the 
evidence on the secular trend in the terms of trade as evidence 
that neither exports nor capital flows (which must eventually be 
reversed through export surpluses) can solve the problem so long 
as the Latin American countries continue to be largely producers 
of primary products. 
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I—The Terms of Trade 


The authors of the Report insist that the secular movement in 
the terms of trade is such that the capacity to import of Latin 
American countries fails to keep pace with population growth, to 
say nothing of permitting the increasing imports so necessary to 
economic development (p. 44). 

The evidence to support this thesis is drawn largely from the 
period, 1925-1949. This evidence is far from convincing. Jacob 
Viner directs the following criticisms at the conclusions drawn 
from this evidence: 

(1) “It is claimed that statistical data show a secular trend 
in the terms of trade between agricultural and manufactured prod- 
ucts adverse to the former. As far as the data go, no such uni- 
form trend can be seen.” Even a casual observation of the trend 
lines fitted to the data is sufficient to support Viner’s conclusion. 
A statistical test of the “goodness-of-fit” of these lines which seem 
to show a secular deterioration in the terms of trade would 
undoubtedly indicate that other lines showing no or very little 
deterioration would “fit” the data equally well (or equally 
poorly). Further evidence is the fact that the terms of trade 
for most Latin American countries (particularly Brazil), improved 
substantially in the years, 1950-1953. Forecasts based on the 
secular trend lines drawn by the authors of this Report would 
have been completely incorrect. 

Further evidence of the future of the terms of trade of pri- 
mary v. industrial products is to be found in the new forecasts 
of economic development in the United States made by the staff 
of the Twentieth Century Fund.” These forecasts indicate that 
U. S. imports of raw materials will have to increase faster than 
the general increase in output in the coming years, largely be- 
cause of declining reserves of these raw materials. Thus there 
is some reason for thinking that the U. S. import coefficient will 
rise in the years to come and that the movement of the terms of 
trade will be favorable to these countries producing and exporting 
primary products in raw or semi-finished form. 


25 Viner, Revista Brasileira, p. 211. 
26 J. Frederic Dewhurst, America’s Needs and Resources (New York: 
Twentieth Century Fund, 1954). 
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the logic of the thesis, including the assumptions on which it 

(2) Viner’s second criticism of the deteriorating-terms-or-trade 
argument is that unit prices have not been a good measure of the 
values actually exchanged. Specifically, he points out that while 
a unit of some primary product (say, coffee or sugar) has changed 
but little since 1900 or 1925, a unit of a manufactured good in 
the 1950's is typically much better in quality than a unit of that 
good in the 1920's. “It may perhaps take more pounds of coffee, 
or of cotton, to buy a lamp today than it did in 1900, but today’s 
coffee and cotton are, I presume, not appreciably better in quality 
than those of 1900, whereas today’s electric lamp is incomparably 
superior to the kerosene lamp of the 1900’s.’’*’ In other words, if 
quality changes were taken into account, the terms of trade might 
actually have moved in favor of the countries producing primary 
products in the period studied. 


J.—tThe Inelasticity of Demand for Primary Products 


The statistical data presented as evidence by the authors of the 
Report do not establish the validity of the deteriorating-terms- 
of-trade thesis. Nor do they disprove the thesis. They simply 


leave the issue in doubt. Thus it becomes necessary to examine 
the logic of the thesis, including the assumptions on which it 
seems to be based. 

The authors of the Report find some part of the reason for 
the alleged deterioration in the terms of trade in the weak 
response of the buyers of primary products to price reductions. 
Thus, if the supply of a given primary product is increased (say 
through increased productivity), the larger amount supplied will 
be taken off the market by purchasers only in response to a very 
sharp drop in price. If the demand were elastic, only a very 
small price reduction would be needed to sell the larger supply. 
Thus as a dynamic phenomenon, parallel improvements in tech- 
nology in industry (for whose products the demand is generally 
elastic) and in agriculture and the extractive industries (for 
whose products the demand is generally inelastic) will produce 
a trend in the terms of trade unfavorable to agriculture and the 
extractive industries.** 


7 Viner, Revista Brasileira, p. 211. 
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But is the demand for agricultural products as inelastic as this 
thesis assumes? Viner and others have said ‘‘No,” to this ques- 
tion.*® They point to errors in the data on which the calcula- 
tions are based, to low-elasticity bias in the selection of items and 
of statistical techniques, to the essentially short-run nature of 
the phenomena studied, and to other deficiencies in the handling 
of the data which largely destroy the validity of the findings. 


K.—Cyclical Fluctuations in Terms of Trade 


These arguments against the inelastic-demand thesis still admit 
that short-run elasticities may be very low. This (coupled with 
certain private and public devices for maintaining prices and 
wages in the industrial centres in the face of falling demand) 
largely explains the tendency for the terms of trade to turn 
sharply against the producers of primary products in the down- 
turn of the cycle. At the same time, the terms of trade tend to 
turn very much in favor of these producers during the upturn. 
Thus, as others have pointed out, there is some balancing of good 
and bad effects flowing from these shortrun inelasticities.*? Brazil, 
for example, had accumulated substantial dollar reserves by the 
end of World War II. Admittedly, this ‘‘cushion’”’ has not 
proved adequate to carry the country through the high-import 
years that have followed, but at least it was an important offset 
to later unfavorable balances on current account. 

This ‘feast or famine” cycle in foreign trade balances obvi- 
ously presents some serious problems to the under-developed 


28 Here the authors seem to be following the analysis pees by 


Kenneth Boulding in the first edition of his Economic Analysis. See K. 
Boulding, Economic Analysis, 1st ed. (New York: Harper and Brother, 
1941), pp. 778-780. This analysis was deleted from later editions of 
the book. 

29 Viner, loc. cit. pp. 55-7; see also G. H. Orcutt, ‘Why the Statis- 
tically Estimated Elasticities of Demand for Imports and Exports Do 
Not Imply that Depreciation Would be Ineffective,” International Mone- 
tary Fund, Research Department, August 1949. Orcutt presents a rigo- 
rous, well-documentated rebuttal of the inelasticity thesis. 

30 See Viner, Revista Brasileira, p. 211. For a complete study of 
cyclical changes in the balance of payments, ,see Tse Chun Chang, Cycli- 
cal Movements in the Balance of Payments (Cambridge: Cambridge 
University Press, 1951). 
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countries, as it does to a lesser extent to the developed countries 
whose trade balances tend to move in reverse rhythm. This 
problem, however, is amenable to action taken to improve the 
international short-and-medium-term capital markets, and here 
international agencies would seem to be appropriate instruments to 
offset some of the weaknesses in private capital flows, particu- 
larly the cyclical instability of private capital flows. 


At the same time, there is some reason to believe that the 
industrial centres (particularly the U. S.) will not again gen- 
erate another extreme cyclical movement like that of 1930's. Two 
features of the recent “recession” in the U. S. are particularly 
encouraging: (1) The relative speed with which the economy 
has recovered from the 1954 downturn in business, and (2) the 
very slight effect that this downturn had on other countries. If 
the industrial centres continue to maintain the relative stability 
that has marked the post-war years, the peripheral areas need not 
be too concerned over the cyclical behavior of their trade bal- 
ances. That a number of countries have still confronted chronic 
desequilibrium in trade balances in these years can be attributed 
largely to their own inflationary trends rather than to any failure 
of the industrial centres to maintain economic stability. This 
emphasizes again the extent to which the governments of the 
underdeveloped countries are themselves responsible for many of 
the difficulties that have confronted their countries in recent years. 


To summarize: (1) There is no evidence to establish the exist- 
ence of an inevitable secular deterioration in the terms of trade 
of countries producing primary products, and some reason to 
believe that the future trend will be in favor of such countries. 
(2) The alleged inelasticity of supplies and demands for such 
products on which the logic of this deteriorating trend is partly 
based has yet to be established with any real certainty, and, at 
worst, is true only of the shortrun. (3) There is no doubt that 
most underdeveloped countries do experience sharp cyclical fluc- 
tuations in the terms of trade and in trade balances. However, 
there is some “balancing” of good years against bad. Also the 
outlook for stability in the cycle-generating countries seems to 
be good. If only minor swings take place, improved interna- 
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tional capital markets should be able to accommodate the needs 
of the underdeveloped countries during the lean years. 


III.—Conclusions 


The authors of this Report presented a picture of economic 
development in the countries of Latin America which indicated 
that these countries were caught in the toils of a process which 
inevitably condemned them to the status of low income, agri- 
cultural appendages to the industrial centres. In this paper, I 
have sought to throw doubt on the “inevitability” thesis. I have 
attempted to show (1) that there is no “inherent” tendency in a 
freely-developing world economy to “assign” to these countries 
the exclusive role of suppliers of primary products, and (2) that 
even if there were such a tendency, there is no “inherent” tend- 
ency for the producers of primary products to make slower real- 
income progress than the producers of industrial products. I 
have attempted to show that the failure of the peripheral areas 
to share in the fruits of the industrial revolution has not been 
due to features inherent in the development process but rather 
in substantial part to the unwise actions (or the failure to take 
necessary action) of the governments in those areas. 

In doing this, I have had no wish to “whitewash” the record 
of the industrial centres, no desire to excuse these centres of any 
responsibility for the situation in which the peripheral areas now 
find themselves. I am convinced that my own country has hurt 
both itself and the other countries of the world by the slowness 
and reluctance with which it has abandoned its protectionist 
position. I am equally disturbed by the legislated willingness of 
the Unted States to permit cartel-type action by its exporters, and 
by the government’s compliance with or inadequate action against 
the monopolistic practices of business firms, farm groups, and 
labor unions, practices that have operated against the efficient 
functioning of a free world market. I have tried to give due 
recognition to the legacy of colonialism which many of these 
countries left to the peoples of the world who are now striving 
for a fuller life. 

But these mistakes and failure of the governments of the indus- 
trial centres should not be permitted to obscure the many impor- 





THE PREBISCH THESIS 49 


tant ways in which the governments of the underdeveloped coun- 
tries have handicapped their own countries. Nor should the 
peoples of these countries permit their natural resentment at past 
(and even present) indignities suffered at the hands of the in- 
dustrial centres to blind them to the realities and needs of the 
moment. 


There is much that the governments of the underdeveloped 
countries can do to improve the lot of their citizens. Most im- 
portantly, they can create a situation in which their own resources, 
their own creative talents can be released for the tasks of economic 


development. Strangely enough, this probably means that the 


governments of these countries should do /ess rather than more, 
or at least a redirection of action towards the traditional func- 
tions of government and away from the excessive direct inter- 
vention in economic life that has marked the kind of government 
action associated with reports of the type reviewed here. 


If these countries and the countries of the industrial centre 
move towards economic freedom and economic integration rather 
than towards authoritarianism and economic autarchy, then there 
is indeed a chance that the goals and ideals of the United Nations 
will be realized. 





Sugar in Inter-American 


Relations 


By J. Fred Rippy* 


All the independent countries of Latin America except Chile 
and Uruguay, and practically all the dependent territories of 
tropical America as well, produce cane sugar, and most of them 
could expand their production if larger markets were available. 
In spite of government limitations on plantings in some of the 
countries, total output of sugar in this part of the world rose from 
an annual average of almost eight million short tons, raw value, 
in the 1930's to a yearly average of nearly fourteen million short 
tons in the early 1950's. 

The natural foreign market for the sugar of the region, espe- 
cially the immense portion of it lying north of Chile and Para- 
guay, is the United States, the world’s biggest consumer of 
sugar. With a per capita utilization of almost 100 pounds per 
annum during recent decades, the people of this country consumed 
over 157.2 million short tons, raw value, during the years 1934- 
1955, an annual average in excess of seven million short tons; 
and they might have consumed considerably more if they had not 
been hampered by individual rationing during the war period 
and by other limitations. Aggregate consumption for the years 
1956-1962 is estimated at 62.6 million short tons. Growers and 
processors of beet sugar in nineteen far-Western States, extend- 
ing from Wisconsin, Nebraska, and Kansas to Washington, Ore- 
gon, and California, and in Ohio, Michigan, and Indiana sup- 
plied nearly 35.5 millions of the more than 157 million short tons 
consumed in the United States during the 22 years following 
1933. Producers of cane sugar in Louisiana and Florida supplied 
in excess of 9 millions. Hawaii furnished approximately 20 mil- 


* Professor of History, University of Chicago. 
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lion. The Philippine Islands and a few other distant lands ac- 
counted for an additional 13.6 millions. The share of Latin 
America and the dependent territories and colonial possessions of 
the Western Hemisphere was approximately 59 million short 
tons, a total far below potential capacity.’ 


Senator Paul Douglas, trained economist as well as politician, 
declared on January 17, 1956: “I think there can be no question 
that the Caribbean area is far better adapted to the production 
of sugar than the United States; that the yield, not only per acre 
but per man, would be much higher there; and that therefore 
if we could organize . . . upon rational principles, the most eco- 
nomic use of labor and capital would be to have the sugar con- 
sumed in the United States grown primarily in the Caribbean 
area.... But I know . . . that because of past mistakes and the 
pressure both from the cane regions . . . [of the United States} 
and the beet-sugar regions we have built up... powerful pro- 
ducing interests ...I would urge you . . . to be as sensible as pos- 
sible and to consider the consumer . . . and try to get as much 
sugar as we can from the areas that can produce sugar more 
cheaply.”* Thomas Jefferson, reflecting the views of Adam Smith, 
had stated the case very concisely long ago: “Could every country 
be employed in producing that which nature has fitted it to 
produce and each be free to exchange with others natural sur- 
pluses for natural wants, the greatest possible would then be 
produced of those things which contribute to human life and 
human happiness.”’* 


But ‘‘natural law” and “rational principles” have never been 
allowed to operate as determining factors in the sugar market of 


1U. S. Senate Committee on Finance, 84 Cong., 2 Sess., Hearings 
(Jan., 1956): “Sugar Act Extension,” p. 40; Senate Report, No. 1461, 


84 Cong., 2 Sess., pp. 8-9. 

?U. S. Senate Committee on Finance, document cited in Note 1, pp. 
181, 185. 

°U. S. House Committee on Agriculture, 73 Cong., 2 Sess., Hearing 
(Feb., 1934): “To Include Sugar Beets and Sugarcane as Basic Com- 
modities,” p. 206. This statement by Jefferson was quoted by the 
National City Bank. International sugar agreements have operated 
intermittently for nearly a century, the latest of them signed in 1937 
and 1953, and all of them designed to restrict production and imports. 
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the United States. Since July 4, 1789, man-made law has com- 
pelled consumers in this country to pay tariffs, excise taxes, and 
bounties on the sugar they have used; and consumers have also 
been subjected to individual rationing during wartime and to na- 
tional, though not personal, rational (except during 1942-1947) 
since 1934. While there have been no extreme oscillations in the 
price of sugar for more than two decades, a steady rise in the 
retail price has occurred — the annual average was 5.2 cents 
a pound in 1933 and 10.4 cents per pound in 1955 — and 
market interferences have reduced Latin-American trade with the 
United States to the extent of many millions of dollars annually. 

Free-trade policy no longer prevails anywhere, perhaps least 
of all in respect to most products of farms, forests, and mines. 
International commerce is throttled by almost every conceivable 
barrier, actually or ostensibly erected in the interest of national 
security or prosperity, or for the purpose of according favors or 
relief to national groups, large or small. Advocates of the re- 
moval of such barriers, or some of them, have in mind the 
exporter rather than the consumer, who is now the “forgotten 
man.” The rigidities and insecurities of the modern world, 
human greed, sympathies for producers, and aspirations of indi- 
viduals and cliques barricade the free market. “Natural law,” 
although admittedly efficient, is considered impractical, or dang- 
erous, or cruel rather than benevolent. 

Attitudes in respect to free trade in the United States, even the 
attitude of the traditionally low-tariff party, were well illustrated 
during the hearings that preceded the adoption of the current 
sugar program. Secretary Henry Wallace remarked at that time: 
“Sugar furnishes an extraordinary example of what happens to 
a commodity when the various governments of the world take 
an interest in the application of tariffs and bounties and other 


artificial devices. . . . The result has been to distort the judgment 
of producers ...;.. . everywhere . . . production has been built 
up...behind the government walls . . . only to overflow those 


walls and produce a world-wide chaos in the commodity.” Asked 
by a friend of the beet growers if he might be planning the ulti- 
mate extinction of that industry, Wallace replied: ‘With the 
human situation as it is . . . I would not retire it at any time in 
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the next 10 years. If I were speaking from a purely . . . logical 
point of view, if I were in the position of an autocrat, working 
from the standpoint of a hundred-year period, I would begin 
gradually, and if I had a truly satisfactory relationship with... 
those places where sugar can be produced efficiently, I would 
gradually shift over to . . . producing the things we could efh- 
ciently here . . . and getting in exchange therefor the goods 
they can produce.” 

In similar fashion A. J. S. Weaver of the staff of the Agricul- 
tural Adjustment Administration pointed out that if expansion 
of production should continue in the United States, this nation 
would be “saddled, possibly forever, with a high-cost industry, 
which is not a fair thing to contemplate for the consumers.’ When 
Congressman Fred Cummings, a Colorado Democrat, asked 
whether the purpose of the administration was ‘‘to give a shot 
in the arm and slide us out of business while we are partly 
unconscious,” Weaver, his brain befogged and his ears “dimmed” 
by an overnight trip on an airplane, first stammered “Yes” and 
then “Certainly not.” 


This response caused excitement among the sugar men, who 
assumed that the purpose of the Roosevelt administration was 
to destroy their industry, and led to administrative efforts to 
placate them. Rexford Tugwell, at that time an official of the 
Department of Agriculture, offered the following consoling re- 
mark: ‘‘So far as this bill goes, there is no commitment to any 
future policy.” The purpose of the government at the moment 
was to try to make the domestic sugar industry profitable; and if 
this could not be done, to see that it did not “expand further.’ 

In his message of February 8, 1934, Franklin D. Roosevelt 
went into somewhat more detail. ‘I do not at this time recom- 
mend placing sugar on the free list,” he said. “I feel that we 
ought first to try out a system of quotas with the threefold object 
of keeping down the price of sugar to consumers, of providing for 

*U. S. Senate Committee on Finance, 73 Cong., 2 Sess., Hearings 
(Feb., 1934) “To include Sugar Beets and Sugarcane as Basic Agri- 
cultural Commodities . . . ,” pp. 7-8, 32. 


5U. S. House Committee on Agriculture, 73 Cong., 2 Sess., Hearing 
(Feb., 1934): same subject, pp. 27, 40, 45. 
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the retention of beet and cane farming, and . . . of providing 
against further expansion of this necessarily expensive industry.’”* 

The objectives of the program expressed in the basic sugar 
acts were not quite so explicit in respect to protection of the 
consumers and prevention of the expansion of a “necessarily 
expensive industry.” “To include sugar beets and sugarcane as 
basic agricultural commodities under the Agricultural Adjustment 
Act, and for other purposes’ was the rather vague language em- 
ployed by the Jones-Costigan Act of May 9, 1934. The Sugar 
Acts of September 1, 1937, and August 8, 1947 (the latter called 
the “Sugar Act of 1948’) were more complicated in their descrip- 
tions of objectives. Using identical language, except for the 
omission of the phrase “to raise revenue’ in the law of 1947, 
both contained this declaration of intentions: ‘‘To regulate com- 
merce among the several States, with the Territories and pos- 
sessions of the United States, and with foreign countries; to 
protect the welfare of consumers of sugars and of those engaged 
in the domestic sugar-producing industry; to promote the export 
trade of the United States; and for other purposes.” 


These basic acts authorized the use of quotas as an instrument 
of control. They gave the Secretary of Agriculture a mandate 
(1) to determine the quantity of sugar needed in each calendar 
year to meet domestic requirements at prices equitable to con- 
sumers and profitable to producers; (2) to allocate among the 
various supply areas, domestic (both insular and continental) 
and foreign, specific shares of the market based upon the relative 
supplier position of the respective producing regions prior to 
the imposition of controls; and (3) to award subsidies to do- 
mestic producers (continental and insular) in payment for com- 
pliance with quotas and with the terms prescribed for the benefit 
of farmers and workers. Crop and disaster insurance were granted 
by the government. The sugar tariff has gradually been reduced 
from two cents to half a cent per pound on Cuban raw sugar 
and from a somewhat higher rate to 0.625 cents a pound on 


6 Samuel I. Rosenman ed., The Public Papers and Addresses of Frank- 
lin D. Roosevelt, III (New York, 1938), 86-87. 

* These acts are conveniently printed in Earl B. Wilson’s Sugar and 
Its Wartime Controls, 1 (New York, 1950), 172ff. 
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raw sugar imported from full-duty countries, with an additional 
import tax of half a cent a pound on imports of refined (‘‘direct- 





C consumption”’) sugar. At the same time, however, an excise tax 
, of half a cent a pound has been levied on all sugars consumed 
y in the United States. 
s Minimizing the burdens imposed upon the consumer and the 
t taxpayer, the proponents of the program have repeatedly declared 
F that it has not cost the Federal Government ‘‘one dime.’ It 
r is impossible to determine even probable differences in prices 
d under the program and without the program, but prices would 
. certainly have been lower most of the time if the program had 
€ not been in operation. Annual costs to the consumer in increased 
, prices have been estimated at from $250 million to $400 million. 
ai Excise taxes collected during 1934-1955 have amounted to nearly 
- $1.4 billion; duties on raw sugar and import taxes on the refined 
0 product have aggregated some $700 million. Administrative 
d expenses have ranged from a million to a million and a half 
rt per annum. Compliance payments to domestic producers have 

exceeded a billion dollars during the 22-year period. Excise taxes, 
nt some of which have been returned to the insular governments, 
te have more than reimbursed the Federal Treasury for its expen- 
ar ditures in connection with the program, and might well be 
n- reduced if the domestic beneficiaries were not expecting larger 
ne doles and if Federal finances were in a better condition. Had 
l) larger quotas been assigned to the various tropical countries of 
ve the hemisphere, exporters, as already suggested, might have 
to taken advantage of much larger markets. 
o- Congressmen and Senators from the sugar-producing states 
m- have been steadfast in their support of the program and success- 
fit ful in their efforts to obtain larger quotas for the continental beet 
ed and cane areas. Members of the farm bloc have enthusiastically 
ed approved it in the hope of securing more benevolent treatment 
as for other farm commodities. Their attitude may be illustrated 
on 

8U. S. House Committee on Agriculture, 82 Cong., 1 Sess., Hearings 

nk- (June-July, 1951): “Extension of the Sugar Act of 1948,” p. 147, and 

84 Cong., 1 Sess., Hearings (June-July, 1955): ‘Amendments to the 
and Sugar Act of 1948,” p. 489. My figures are estimates based upon incom- 


plete data printed in these documents. 
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by the remarks of the chairman of the House Committee on 
Agriculture in 1955. Harold Cooley, head of this important 
committee, made it clear that he endorsed the sugar policy because 
it had operated without causing public agitation and because 
he felt that it might be used as an argument for high and rigid 
supports for cotton, peanuts, and other farm produce. Mr. Cooley, 
June 22, 1955: The sugar program “has operated so . . . suc- 
cessfully and . . . so smoothly through the years that the ordinary 
housewife is not even aware of the fact that we have a program 
in operation.” Again, July 30, 1955: ‘The program has oper- 
ated so well . . . and so smoothly that the average housewife is 
not... aware... that we have a sugar program. Even the 
average Congressman is unaware of the fact that we have a 
sugar program.’”° 


Such was Mr. Cooley’s tender regard for consumers and tax- 
payers. He favored this program of surreptitious plunder be- 
cause it seemed painless. Nor did he reveal any practical devo- 
tion to the much-lauded free-enterprise system so far as farmers 
were concerned. He assumed that they were willing to exchange a 
share of their liberty for government largess. Discussing this 
phase of the sugar program with True Morse of the Department 
of Agriculture on June 23, 1955, the North Carolina Congress- 
man remarked: “We know—all of us know—that sugar can be 
produced in offshore areas at far less cost than we can produce 
it here. All of us know that this program is . . . saturated with 
subsidy and control and regimentation and all of these unholy 
and un-American things that we have been told of from day 
to day. . .. You fix the amount that a man can grow, the amount 
that he can market—the amount to be refined ...and you pay a 
tremendous subsidy to the producers. ... Here is a bill, if there 
ever was a program on earth that had... all of these things that 
Mr. Benson has been denouncing, this is it. [Yet} I am for it. 
He is for it. The President is for it.” At this point Congress- 
man Poage of Texas added his bit of sarcasm: “Surely they could 





®U. S. House Committee on Agriculture, 84 Cong., 1 Sess., Hearings 
(June-July, 1955): “Amendments to the Sugar Act of 1948,” p- 2. 
1° Congressional Record (daily), July 30, 1955, p. 10632. 
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not be asking for all of the regimentation you described, because 
Mr. Benson is opposed to all regimentation. He told us that.” 
Laughter resounded in the corridors.” 

Continuing his discussion on July 14, 1955, and directing his 
remarks to Secretary of Agriculture Ezra Taft Benson in person, 
Mr. Cooley said: “Both you and President Eisenhower have ap- 
proved the Sugar Act... And yet in this program it seems to me 
that we have everything that you disapprove. I mean you have 

. enslavement of agriculture, you have subsidy, almost un- 
limited, and you hae wage controls even in the beetfields and the 
canefields. You have crop insurance. You have disaster insur- 
ance. .. . You have complete and utter regimentation from the 
seed to the table... . You have got your producers up to 93.5 
per cent of parity and are holding them there. That is all right.” 
Mr Cooley’s heckling was clearly intended to promote equally 
high subsidies for producers of other crops.” 

The general public may have been largely unaware of the 
sugar program and its costs, but this had been by no means 
true of its various beneficiaries. The program’s operation has 
been characterized by a greedy scramble for quotas that has caused 
no little vexation among administrative officials, all of whom 
have been thoroughly conscious of the program’s complexities 
and the violent clashes of producer and other interests which it 
has periodically aroused. In fact, the struggle has intensified 
with the passing years. The State Department, the Department 
of Agriculture, and the Interior Department have been harassed 
by lobbyists in search of market shares and bounties. Months 
were wasted during the initiation of the program. Secretary of 
Agriculture Wallace described the clamor as ‘one of the most 
astounding exhibitions’’ he had “ever seen.”’* Almost every 


11U. S. House Committee on Agriculture, 84 Cong., 1 Sess., Hearings 
(June-July, 1955): “Amendments to the Sugar Act of 1948,” p. 54. 
Observing that the program permitted no producer referendum on allot- 
ments of acreage, Mr. Poage had remarked in June, 1947: ‘This legis- 
lation . . . differs from all our other crop legislation in that there is no 
pretense of democracy about it.” Ibid., 80 Cong., 1 Sess., Hearings 
“Sugar Act of 1948,” p. 25. 

12 [bid., 84 Cong., 1 Sess., (June-July, 1955): ‘““Amendments to the 
Sugar Act of 1948,” p. 689. 
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year—excepting the war and early postwar period, when allot- 
ments of acreage were not in force and when larger profits were 
to be had from the production of other farm commodities — 
efforts were made by various beneficiaries to gain advantages 
over their competitors. Some of the public officials were even 
involved in the scramble. Members of the staff of the Reclama- 
tion Bureau, for instance, aligned themselves with the beet pro- 
ducers in return for their support of new irrigation projects,"* and 
officials connected with the Sugar Division of the Department of 
Agriculture were so friendly that they became officials of the 
sugar companies.” 

President Roosevelt was frequently disturbed by the sugar 
lobbyists in Washington and by the deft operations of the sugar 
rivals. In a press conference of June 15, 1937, he said: “I 
don’t think there will be any [sugar} legislation until these 
lobbies get out of town . . . the most pernicious of all lobbies 
since any of you people . . . have been alive.’""* He tried in 
vain to prevent discrimination against domestic insular pro- 
ducers and producers active in the independent countries of the 
Caribbean, and signed the sugar bill of 1937 with reluctance."’ 
Again, in April, 1939, he complained that “sugar lobbyists” 
were “‘pressing for drastic amendments . . . which would disrupt 
the balance established in the existing legislation as between the 
opposing interests of the various groups concerned,” and not 
only “further burden consumers for the additional benefit of 
producers” but “‘seriously impair one of the principal markets 
for our export crops, and establish discriminations among various 
parts of the United States.’"* A year later he urged the House 
Committee on Agriculture to refrain from recommending “any 
bill that would impair the foreign outlets for our surplus prod- 
ucts, run counter to the Good Neighbor Policy, discriminate among 


13U. S. Senate Committee on Finance, 73 Cong., 2 Sess., Hearings 
(Feb., 1934): “To Include Sugar Beets and Sugarcane as Basic Agri- 
cultural Commodities... .” p. 15. 

14 Reclamation interests participated in the hearings of 1951, 1955, 
and 1956 and advocated the expansion of beet farming. 

15 So it was repeatedly alleged. 

16 Rosenman, op. cit., VI (New York, 1941), 263. 

17 Tbhid., V1, 321-322, 347-348. 
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various groups of dometsic producers and processors, or increase 
the burden on our consumers and taxpayers.”’® No changes 
were made in the basic law of 1937 until 1947, but the repre- 
sentatives of the mainland sugar interests were busy with self- 
































1 serving schemes in 1941 and might have had them adopted if 
. the second World War had not intervened. 
' Not only were pressures relaxed during the war and early 
f postwar years because other profitable farm products diverted 
‘ interest from sugar, but for the same reason, the Secretary of 
Agriculture was able to bring the bickering rival groups into 
, essential agreement before Congress considered new legislation 
. on the subject in 1947. Nor was there any very unseemly activity 
I in 1951 (Korean War) when the Sugar Act of 1948 was extended 
- for a period of four years beyond 1953. But the contest was re- 
sumed with renewed and stubborn vigor in 1955, when 30 sugar 
- bills were introduced in the House of Representatives and a bill 
c signed by 49 Senators made its appearance in the Senate. With 
« farm prices allegedly depressed, the continental sugar men were 
ae determined to enlarge their quotas at the expense of offshore 
¥ producers. “The town has been literally throbbing with lobby- 
t ists and lawyers,’ declared Congressman Cooley on July 30, 1955, 
a as he began to press for speedy passage of the sugar bill through 
xt the House. The feat was accomplished within little more than 
if an hour. A few remonstrances were made in behalf of Puerto 
ts Rico, Cuba, Mexico, and the Philippine Islands; two or three 
. members expressed concern about exports; one speaker mentioned 
a the consumers; and then the bill was approved by a vote. of 194 
y to 44, without recording the “yeas’’ and ‘‘nays’” and with hardly 
j. a quorum present.” 
1s The hearings of the House Committee on Agriculture preced- 
ing the introduction of the bill by Mr. Cooley had kept its mem- 
gs bers busy for ten long days. Cane men from Louisiana and 
i Florida; beet growers and beet Congressmen from the West; 
5 





18 Tbid., VIII (New York, 1941), 229. 
19 [bid., YX, 137. 
2° Congressional Record (daily), July 30, 1955, p. 10651. 
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representatives of the seacoast cane-sugar refiners of nine states; 
attorneys for Puerto Rico, the Hawaiian Islands, the Philippines, 
and Formosa; lobbyists for Mexico, Cuba, the Dominican Re- 
public, and Haiti; a Guatemalan diplomat who served notice that 
his country would expect soon to send sugar to the United States; 
molasses companies and producers of alcohol; policy officials rep- 
resenting the Federal Government; bakers, candymakers, manu- 
facturers of chocolate and ice cream, and bottlers of soft drinks; 
exporters, shippers, and foreign investors; labor leaders and work- 
ers in the big sugar ports—more than a hundred witnesses ap- 
peared, made their pleas, exhibited the cleavages in our competi- 
tive society, disclosed the increasing problems of public planning 
and management, and left this writer in a pensive mood. Only 
the consumers diffused in millions of private homes throughout 
our land were absent—the diffused consumers and the diffused 
taxpayers, many of them little people struggling to provide for 
their families, who were carrying not only the burdens of the 
sugar program but also the burdens of growing paternalism and 
expanding government operations in the economic realm. 


The civilian bureaucracy of the Federal Government now num- 
bered over two and a half millions. How enormous would it be 
at the end of the next decade? Would all imports as suggested 
by scores of bills introduced by members of Congress in 1954-56’ 
eventually be subjected to quotas? Would all production even- 
tually be aided by subsidy? Would a two-price system finally 
be adopted for every commodity, with the benefits of lower prices 
restricted to foreign purchasers subsidized by the consumers and 
taxpayers of the United States? Would Adam Smith’s sovereign 
primary consumers, supposed to determine the quantity, charac- 
ter, and trends of production, become the mudsills of our eco- 
nomic system? Would the pure consumers—those who neither 
turn out nor distribute material goods, those who are presumed 
to form the cultural apex of civilization—would these become 
the paupers of our country while its political and economic leaders 
were boasting of national prosperity? Only the well-organized 
consumers requiring sugar in the manufacture of other commodi- 
ties were heard by the House Committee on Agriculture in 1955, 
and even these were not heeded. 
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Every argument—sound or not—calculated to promote special 
interests was used. War veterans were said to be moving west 
in great numbers in order to buy farms and grow beets on expen- 
sive irrigation and reclamation projects (to be offered later as 
exhibits for even more expensive projects while the rich lands 
of the rain belt were more and more excluded from cultivation). 
The friendship of Latin America and the fate of the Point-Four 
Program were said to be at stake: foreign countries must be given 
a larger share of our sugar market in oxder to prevent the spread 
of Communism. Nations ruled by dictators and near-dictators 
should have their quotas reduced in the interest of the more 
democratic countries. Sugar quotas must be made to depend 
upon concessions to exporters and to American investors in for- 
eign lands. Countries nearest to the United States must be 
favored for strategic reasons. Sugar production at home should 
be rapidly expanded in behalf of national security. High levels 
of production and employment must be maintained at whatever 
cost. Only by increasing exports could the nation prosper: “The 
margin we export represents the difference between domestic 
prosperity and depression.” The quotas we send across the seas 
will “return to us in many ways.’” A rich and powerful nation, 
we must ever be conscious of our influence and responsibilities. 
“We are like Gulliver in Lilliput. We must be always aware 
that . .. whatever appears to us as a slight shift in position may 
well prove to be an earthquake to one of our friendly neighbors.” 
Even the argument of more or less collaboration with the United 
States in recent wars and in the United Nations was employed.” 

Although the first session of the 84th Congress adjourned be- 
fore the Senate considered the House bill, ,the guardians of the 
mainland sugar men, eager to complete the sugar legislation be- 
fore the contest for general farm legislation began, acted promptly 
in 1956. The Senate Committee on Finance held only two days 
of hearings; tts chairman introduced a sugar bill on February 7, 
and the bill was passed the next day, without amendment and 
without a recorded vote. Efforts were made to shift some of the 


21U. §. House Committee on Agriculture, 84 Cong., 1 Sess., Hear- 
ings (June-July, 1955): ‘Amendments to the Sugar Act of 1948,” See 
pp. 240, 312, and 403 for the quotations. 
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quotas among the offshore countries and to effect changes in the 
allotments of refined sugar in some cases, but the only serious 
opponent of the measure was Senator William Fulbright, who 
mentioned the oppressed housewife but was primarily interested 
in expanding the export of Arkansas rice.” 


The differences between the House bill and the Senate bill 
were mainly these: (1) the House was more generous, among 
offshore countries, to Peru, the Dominican Republic, and Mexico, 
while the Senate was more liberal in its treatment of Cuba; 
(2) the Senate made ever greater concessions than did the House 
to the demands of the mainland beet and cane areas. Franklin 
D. Roosevelt’s “necessarily expensive industry’’ was not held in 
check. It would be permitted to expand more rapidly than 
ever—at the expense of the taxpayers, consumers, and exporters 
of the United States and to the detriment of the Latin-American 
neighbors, even including the commonwealth of Puerto Rico. 
Expansion of production in the mainland areas during the years 
1956-1962 may amount to as much as 1.7 million short tons. 
Cuba’s share of the aggregate consumption of the United States 
during the period—a little short of 21.1 million tons—will be 
more than 2.5 million tons less than it might have been if the 
Sugar Act of 1948 had not thus been changed. The new legis- 
lation will permit no more than comparatively minor expansions 
of the shares awarded to Peru, the Dominican Republic, and 
Mexico, since the combined increases for these three suppliers— 
the major Latin-American participants other than Cuba and Puerto 
Rico—is not likely to be in excess of 147,000 short tons. Of the 
estimated consumption of some 62.6 million short tons by the 
people of continental United States during 1956-1962, mainland 
producers are expected to supply some 17.8 million tons, or more 
than 28.5 per cent. If no change had been made in the allot- 
ments stipulated by the Sugar Act of 1948, their share would 
have been 16.1 million tons, or a little over 25.6 per cent. 


22 Congressional Record (daily), Feb. 7 and 8, 1956, pp. 1869-72, 
1874-1909, and 1998-2025 for the Senate Discussion. The statistics 
which follow have been compiled from a table on p. 1871 and from the 
documents cited in footnote 1. 
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Sugar is only one example of the use of the quota system in 
the United States since the early 1930's. The Secretary of Agri- 
culture has been endowed with legal authority to impose quotas 
on the import of almost any farm product deemed to be in sur- 
plus supply: raw cotton, linseed oil, butter, wheat, flour, rice, 
peanuts, cheese, flaxseed, live cattle, dressed beef (temporary or 
permanent embargoes on the last two). Such quotas limit or 
prevent Latin-American exports to this country. In many other 
respects, however, Latin Americans have easy access to the mar- 
kets of their big neighbor. Coffee, cocoa, bananas, tin and most 
of the metals and minerals, various forest products, and several 
other commodities are either on the free list or charged with very 
moderate tariffs and excise taxes. Rates rarely exceed 50 per 
cent ad valorem; the average is hardly more than 10 or 15. 
Among the higher rates are the following (ad valorem equiva- 
lents): fuel oil, 30 per cent; linseed oil, 24; canned beef, 20; tuna 
fish, canned in oil, 45; mica, 12 to 25; tungsten, 19; mercury, 16; 
fresh tomatoes, 22 to 44; wool, 14 to 40; straw hats, bodies, and 
braids, 6.5 to 90. There is, however, a growing sentiment among 
farmers and little industrialists for various types of trade barriers. 
Whether this sentiment will lead to extension of quotas and ele- 
vation of tariffs only the future can reveal. These will be op- 
posed by powerful groups—big industrialists engaged in mass- 
production and looking for export markets and big shipowners, 
for instance—whose profits and capacity have been enormously 
expanded by recent wars and programs of government aid to 
foreign countries,”’ and who may count upon the support of such 
doctrinaire economists as attribute peculiar virtues to exporters. 
Congresman C. M. Bailey of West Virginia described the op- 


*4 Professor Seymour Harris of Harvard pointed out these advan- 
tages without much exaggeration early in 1955 when he stated: “In 
my opinion, the export interests have gotten away with murder in the 
last 40 years. They have been subsidized to the extent of $120 billion 
through Government . . . [policies and programs} of all kinds, inclusive 
of taking a great deal of goods that we do not need, and the net 
result therefore is that exports are in a very highly inflated position. 
It is interesting to note that the businessmen who have suddenly become 
free traders are almost invariably exporters.” U. S. House Committee 
on Ways and Means, 84 Cong., 1 Sess., Hearings (Jan. - Feb., 1955): 
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posing forces with esesntial accuracy early in 1955: “This history 
of the tariff in the United States has, in the past, been principally 
the story of a conflict between manufactured goods and farm 
products. ... Today that is not the conflict. The differences 
of views are between the great units of mass production . . . and 
the small manufacturer.” *° For several years Bailey, along with 
Congressman Richard M. Simpson of Pennsylvania and numerous 
other associates and collaborators, has been advocating quotas or 
higher tariffs on crude petroleum and not a few other minerals 
and metals as well as on scores of manufactured products such as 
pottery, tile, leather goods, clothes pins, hats, caps, gloves, rugs, 
and bicycles, some of which are imported, or might be imported, 
from Latin America. No matter which side wins, consumers— 
especially those engaged in cultural activities and neither produc- 
ing nor selling material goods—are not likely to reap the benefits. 
Exports often serve to maintain or increase prices, and imports 
will not reduce prices if prices are upheld by government action 
or manipulated and ’’administered” by producers and middlemen. 


“Trade Agreements Extension,’’p. 1691. For data on tariffs, excise taxes, 
and quotas, consult Howard S. Piquet, Aid, Trade, and the Tariff (New 
York, 1953) pp. 61-65, 80f. Don D. Humphrey's American dernoers 
(New York, 1955) is another illuminating volume on the subject. 

25U. S. House Committee on Ways and Means, 84 Cong., 1 Sess., 
Hearings: “Trade Agreements Extension,” p. 1364. Although divided 
on the tariff issue, the farmers are nearly all willingly accepting protec- 
tion for themselves. 





How Democratic is 


Latin America? 


By Russell H. Fitzgibbon* 


How democratic is Latin America? It’s a good question. For 
that matter, how democratic are the British dominions or the 
United States or Switzerland or Franco's Spain or Salazar’s Portu- 
gal or Khruschev’s Russia ? 

The question is somewhat as Mark Twain regarded the wea- 
ther. We talk a lot about it but do very little. In this case, 
how does one measure democracy and how does he apply the 
yardstick to this or that or another country? 


Democracy is much more than just a form of government. It 
can also be called a political attitude of mind and even, in trite 
phrase, a way of life. Furthermore, it is remarkable how, even 
running back to the eighteenth century, the concept has taken 
hold of the Western imagination. Even in Nazi Germany and 
Fascist Italy, those monstrous creations of two or three decades 
ago whose strutting sawdust Caesars seemed the very antithesis 
of democratic leaders, the spokesmen purported to speak in the 
name and to represent the will of the people. In those cases the 
people were unqualified to speak (that is, to vote freely) for 
themselves; it was an elite leader class which by some profound 
mystique became authorized to speak for the masses. But despite 
all the fulminations of a Hitler or a Mussolini about the decadent 
democracies those men illogically and inconsistently and perhaps 
unconsciously continued to operate on the most basic principle of 
democracy: representation of the will of the the people. ~ 


~~ Demos has truly come into its own in recent generations, even 
though diverse situations are often fitted as though into a Pro- 


* Department of Political Science, University of California. 
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crustean bed. To illustrate how variable are the occupants of 
that bed we have the ‘‘people’s democracies” of eastern Europe 
and not far away such countries as Norway, Belgium, and 
Switzerland. 

Many students of this pervasive thing called democracy have 
pointed out that it must normally be a home-grown product. 
You can’t ram it down the throats of another people—it is not 
even easy to export it as a natural article of ideological com- 
merce. In that it differs, of course, from the philosophies of the 
totalitarians. And, too, what is democratic in the United States 
or Canada or Britain may not seem so in another country. It is 
necessary to devise a yardstick in terms of the particular condi- 
tions, social and cultural, economic and political, in each country 
or at least each group of similar countries. 


In such a respect, we are perhaps justified in calling the score 
of states in Latin America a “group of similar countries.” True, 
they are as diverse as Uruguay and Paraguay, as Costa Rica and 
the Dominican Republic. But, with the small-scale exception of 
Haiti, they all inherit the tremendously important complex of 
, Hispanic culture. Of that culture pattern the most important 

| feature, perhaps, is "the highly significant conditioning influence 

of the Catholic Church. Hence, although one of the common- 
est mistakes we make is to assume that in all ways all the Latin 
American states are cut to the same pattern, we can, for pur- 
poses of devising and using a measurement of democracy, treat 
them similarly. 


Now, this complex democracy, it should be self-evident, is a 
product of complex circumstances. If it were the result of only 
one thing, say literacy, it would be easy to measure and we should 
have an exact correlation with something which is statistically de- 
terminable. But that is not the case. Many things contribute in 
one way or another to the presence or absence or to the degree of 
development of democracy. 


Some of them can be called prerequisite conditions. Take that 
matter of education, for example. It is somewhat similar to but 
not necessarily identical with the comparative standing with re- 
gard to literacy. Unless a fairly large fraction of a population can 
read and write it cannot have much political impact. Beyond the 
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mere matter of reading and writing, however, such a criterion 
implies some formal education, perhaps slight and almost inci- 
dental, pointed toward recognition of the state, the government, 
and other political concepts and agencies. 

Then there is the question of the standard of living and the 
balance or imbalance in economic life. ‘This, too, is basic or 
elemental. If it appears to fall primarily in the economic sphere 
it at least has a conditioning relationship to politics. It is scarcely 
conceivable that a country which is extremely backward economi- 
cally and which has a low standard of living could have achieved 
much political progress. A thoughtful friend pointed out quite 
correctly a few years ago in an exchange of views on this matter 
that the standard of living could properly be called a product of 
democratic development but it can also be thought of as cause 
or preliminary condition. 

We may also ask: how internally united and how nationally 
cohesive is a given country? This, to a degree, is an outgrowth 
of the preceding points. Unless the population of a country feels 
that it does have some political interests in common and is con- 
vinced that it constitutes, from the ethnic and psychological view- 
points, a nation, there is not much basis for the development of 
political democracy. At this point, as at some others, the ques- 
tion of the proportion of Indian population inevitably enters. Ie 
may seen unfair to “penalize” a country in this way simply be- 
cause it has a large fraction of Indian blood but it seems beyond 
argument that our modern political democracy, which is essen- 
tially an outgrowth of Western European civilization, bears a 
direct relationship to the ethnic composition of a population. 
The quasi-official standards of measurement of economic, social, 
and political circumstance in all of the Latin American countries 
are those of an Occidental and not an aboriginal culture. 

How politically dignified and mature is a given country’s 
people? This, too, brings in the ethnic factor. The average 
unassimilated Indian probably has a high sense of personal dig- 
nity but not much consciousness of political maturity as we under- 
stand the term. Unless a people feels, consciously or uncon- 
sciously, that it is capable of guiding its own political destinies 
it is probably poor soil for democracy. 

There must also probably be a relative absence of foreign 
domination. If a particular state is overshadowed, politically, 
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economically, or psychologically, by some foreign power (non- 
Latin American or Latin American) it probably furnishes a poorer 
culture for the growth of political democracy if only by reason of 
the sense of frustration it must feel. 


How free is political expression through the press, through 
assembly, by speech, by the radio, etc.? This would seem to be 
a more important criterion even if admittedly a surface manifes- 
tation. Unless a population has free opportunity to shape and 
express its political views their nature and functioning must neces- 
sarily be strained and artificial. The optimum situation involves 
all means of free expression of political views without restraint or 
intimidation of any sort, and also free access to information. 


The portion of the yardstick which seems most important of all 


is free elections and honestly counted votes. If a country’s ballot- 
ing is free and honest and if the results are recognized and re- 
spected it implies a great deal in other directions. It is closely 
related to free political expression, of course; it suggests liberty 
of campaigning for office; it implies willingness to allow an 
elected official to serve out his term; it means ballots in place of 


bullets. 

Another set of important questions: how free is party organi- 
zation ?; how effective is party opposition in the legislature ?; how 
successful is legislative scrutiny of a potentially undemocratic 
executive branch? Political parties are natural accompaniments 
of the democratic process. If they have free play in organizing 
and campaigning and if they are allowed a genuine and free 
part in the legislative discussion and function between elections 
a country is doubtless the more democratic thereby. 

If the judiciary is truly independent and if respect for its deci- 
sions prevails we have available another portion of the yardstick. 
The protection of the rights of minorities is a basic part of the 
democratic concept and it is not only in the United States that 
the courts can serve that function. If a particular Latin Ameri- 
can judiciary has the courage of its convictions and ‘‘calls the 
shots as it sees them” free of executive domination and with 
actions dignified and founded on law, it is doubtless an indica- 
tion that democracy is the more achievable. The necessary corol- 
lary is reliance by the people and the political leaders on judicial 
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processes rather than arbitrary executive or legislative action or 
military force. 

We may also properly inquire how aware the public is about 
the collection and expenditure of governmental funds. To the 
extent that a significant fraction of the people is aware and 
jealous (in a good sense) of the control of the money bags and 
to some degree believes, consciously or unconsciously, that “public 
office is 1 public trust” democracy probably is advanced. Graft 
does not need to be completely eliminated by attempted legisla- 
tive or executive fiat; what is more important is a general public 
consciousness of the problem of fiscal rectitude. 


Does a particular country show an intelligent attitude toward 
social legislation, and how vitally is such legislation adminis- 
tered? This might, like some other points, seem a product of 
democratic development but it can moreover doubtless be con- 
sidered a cause. It may also suggest social rather than political 
democracy, but since the approach is a political function it is 
probably admissible as a criterion. The adjective “intelligent” 
connotes a preference for designing social legislation to fit the 
needs of the particular population, an unwillingness, that is, to 
lift a code of social legislation from New Zealand, Denmark, or 
some other alien environment. It is relatively meaningless, too, 
as long as the code is merely written in beautiful rhetoric in the 
constitution or the statutes; how seriously, effectively, and gener- 
ally is it applied ? 

Civilian supremacy over the military is another vital element in 
measuring democracy. This does not mean simply the abandon- 
ment of what the first Roosevelt called “the insurrectionary 
habit’; that is obviously result rather than cause. If a Latin 
American country’s military’ establishment is kept within due 
bounds and, more importantly, is recognized, by itself and the 
general public, as subordinate to the civilian authority of the 
state the country has taken a long step in democratic develop- 
ment. Responsible, democratic government would have great 
difficulty, on the other hand, in the face of a dominant, irrespon- 
sible, and capricious military arm. 

Political life ought to be reasonably free from the impact of 
ecclesiastical controls. This does not mean that there can be no 
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Church-state issue; that is probably a legitimate political question 
in any country, especialy in a Latin American country. But if 
the Church is permitted unduly to control and restrain political 
discussion and decision, particularly with regard to its own posi- 
tion and freedom, democracy is probably retarded thereby. The 
problem has lost much of the importance it had seventy-five years 
ago, however. 

We may also ask about the attitude toward and the develop- 
ment of technical and scientific governmental administration. At 
first glance this might appear rather remote from political de- 
mocracy but it would seem that a country which possesses a pro- 
fessionalized and well-trained civil service in which it has confi- 
dence and to which it gives protection is thereby better pointed 
toward democracy. A quixotic and undemocratic spoils system 
is less likely. 

Finally, let us look at the nature of local self-government. 
After all, a vital democracy must have grass roots. This point, 
in Latin America at least, depends more on the character and 
reception of local self-government than on the amount of it, es- 
pecially as most of the Latin American states have unitary gov- 
ernments and much of the political consciousness and expression 
is on a national rather than a local plane. 


Here, then, are some fifteen “inches” which help make up a 
yardstick. Perhaps there are enough others to fill the normal 
quota of a yard but these are at least among the key ones. 

With such components of a democratic yardstick in mind the 
writer ten years ago attempted to get an informed, ,composite 
reaction as to how democratic each of the Latin American states 
might be considered. The experiment was repeated in 1950 and 
again in 1955. Ten specialists with a major if not a primary 
professional interest in Latin American government and politics 
were asked in 1945 to rate the various Latin American countries 
on a specially devised scoring sheet with regard to the different 
criteria suggested above, ranking each country’s democratic de- 
velopment on each point from excellent to insignificant. As 
nearly as possible the same ten persons were again polled in 1950. 
Last year, in order to get a broader cross-section view, the num- 
ber was doubled.* 
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It would be difficult to find twenty persons in this country more 
qualified to pass judgment on the points posed. Practically all 
of them disclaimed competence on many phases of the survey; 
one professed to regard his completed scoring sheet as “a blue- 
print of my own ignorance.” That sort of comment can be liber- 
ally discounted as caused by undue modesty. The judgements 
are certainly significant although it must be readily realized that 
they are subjective in very large measure and are not in all cases 


(and probably could not be) based on an exactly equivalent 
time span. 

The use of a calculating machine helped avoid human error 
in making computations. Certain points were weighed more 
and others less heavily than an average, depending on their pre- 
sumed importance. It seemed desirable, too, to even out the 
individual differences in scoring caused by the jaundiced view 
taken by this or the roseate opinion of that participant by ad- 
justing or normalizing the evaluations on a basis of 1,000 points 
per person for all countries. 

The results in the three years, in terms of adjusted rating, are 
indicated in Table I: 


1 Participants in the survey in 1945 were all academic specialists. They 
included Professors Samuel Flagg Bemis of Yale University, Clarence H. 
Haring of Harvard University, Hubert C. Herring of the Claremont 
Graduate School, Austin F. Macdonald of the University of California 
(Berkeley), J. Lloyd Mecham of the University of Texas, Dana G. 
Munro of Princeton University, William S. Stokes of the University of 
Wisconsin, Graham H. Stuart of Stanford University, Arthur P. Whit- 
aker of the University of Pennsylvania, and the writer. Professor Haring 
did not participate in the poll in 1950 and was replaced by Professor 
George I. Blanksten of Northwestern University. In 1955 Messrs. 
Blanksten, Herring, Macdonald, Mecham, Munro, Stokes, Whitaker, and 
the writer again joined in the survey and in addition these specialists 
took part: Dean Harold E. Davis of American University; Mr. Jules 
Dubois, chief Latin American correspondent of the Chicago Tribune; 
Dr. Jestis de Galindez of Columbia University; Professor Stephen S. 
Goodspeed of the University of California (Santa Barbara); Mr. Robert 
M. Hallett, Latin American editor of the Christian Science Monitor; 
Professor Miguel Jorrin of the University of New Mexico, Professor 
Harry Kantor of the University of Florida; Mr. Harry B. Murkland, 
Latin American editor of Newsweek; Professor William L. Schurz of the 
American Institute of Foreign Trade; Professor Robert E. Scott of the 
University of Illinois; Professor Philip B. Taylor, Jr., of the University 
of Michigan; and Professor Martin B. Travis, Jr., of Stanford University. 
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TABLE I 
1945 1950 1955 
Points Rank % Points Rank % Points Rank % 
Argentina 634 5 63.9 542 8 53.3 513 8 47.8 
Bolivia 315 18 19.2 335 17 23.4 384 15 29.5 
Brazil 495 11 444 612 5 63.4 651 5 67.4 
Chile 745 3 79.4 740 2 81.9 735 3 79.3 
Colombia 718 4 75.6 602 6 62.0 524 6 49.4 
Costa Rica 765 2 82:2 13 #3 78D 773 2 84.7 
Cuba 619 6 61.8 667 4 71.4 513 7 47.8 
Dominican Rep. 310 19 18.5 318 19 20.9 312 19 19.3 
Ecuador 387 14 29.3 479 9 44.2 498 10 45.7 
El Salvador 417 13 33.5 422 14 36.0 469 11 41.6 
Guatemala 426 12 34.7 478 10 44.1 398 14 31.5 
Haiti 336 16 22.1 331 18 22.8 375 17 28.2 
Honduras - 331 #17 «21.4 378 15 29.6 426 12 35.5 
Mexico 562 7 338 570 7 SIA 657 4 68.2 
Nicaragua 349 15 23.9 351 16 25.7 336 18 22.7 
Panama 537 8 50:33 468 11 42.6 505 9 46.7 
Paraguay 304 20 17.6 293 20 17.3 297 20 17.1 
Peru 505 10 45.8 425 13 36.4 378 16 28.7 
Uruguay 804 1 87.7 804 1 912 850 1 95.6 
Venezuela 518 9 47.6 448 12 39.7 404 13 32.3 


The countries showing the greatest relative change over the 
decade, in the composite opinion of the experts, were Argentina 
and Nicaragua, each of which dropped three places in the rank- 
ing; Venezuela, which declined four places; and Peru, with a 
drop of six; and, on the improvement side, Bolivia and Mexico, 
which raised themselves three places in the rankings; Ecuador, 
improved by four places; Honduras, up five places; and Brazil, 
six places better now than in 1945. 

Because of some tendency to “‘bunch” the positions of certain 
of the countries, a better idea of the degree of change can be 
gotten from noting the percentage changes over a decade. 
These are obtained from further calculations and represent not 
a percentage of an ideal democracy but rather the percentage 
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of the maximum obtainable by the measurement applied. It 
will be noted from the table that through a decade Cuba de- 
clined 14.0 per cent in democratic attainment, Venezuela, 15.3 
per cent Argentina, 16.1 per cent; Peru, 17.- per cent; and Co- 
lombia, 26.2 per cent. The best records for improvement were 
made by Bolivia, which gained 10.3 per cent; Honduras, 14.1 
per cent; Mexico, 14.4 per cent; Ecuador, 16.4 per cent; and 
Brazil, 23.0 per cent. 


The political annals of the various countries do not wholly 
account for these great shifts in evaluation by the specialists 
but they are a necessary factor in explaining the changes. Ar- 
gentina came far more openly during the lapse of a decade under 
the domination of Perén; in Nicaragua the dictatorship of Somoza 
became more obvious and harsh; Venezuela and Peru both fell 
under military dictatorships; Batista in Cuba and Gémez in Co- 
lombia both flouted democracy. On the other hand, Bolivia ex- 
perienced the constructive rule of Paz Estenssoro; Mexico nota- 
bly leveled and improved its political and economic life; Ecuador 
enjoyed the orderly regime of Plaza Lasso; Honduras departed 
widely from its earlier chronic disorder; and Brazil, despite eco- 
nomic travail, remarkably improved its political processes. 


It is also in order to inquire whether improvement has been 
more rapid in certain respects than in others. A clue to that, 
continually granting the subjective nature of the evaluations, can 
be gained from examining the changes in the ranking of the 
various criteria used. Table II gives the pertinent data: 


A glance at the table reveals that in all three years the special- 
ists believed that freedom of government from ecclesiastical im- 
pact had made the greatest progress of all the criteria. Foreign 
domination as a retardant to democracy was also not considered 
serious. On the other hand (in 1955), civilian supremacy over 
the military, freedom of party organization, the state of local 
government, and the nature of elections were thought to be in 
a bad way indeed. 


Considerable and significant changes in ranking are also notice- 
able from the table. The specialists were impressed with the 
improvement in the educational level; a decade’s net gain of 
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TABLE II 
1945 1950 1955 
Gain or Loss 
Points Rank Points Rank Points Rank 1945-1955 


1. Educational level S2t 05 586 6 562 8 +41 
2. Standard of living 525 13 563 11 7 6° +34 
3. Internal unity 623 4 639 3 627 3 +4 
4. Political maturity 561 8 576 8 582 6 +21 
5. Lack of foreign 

domination 659 2 669 2 686 2 +27 
6. Freedom of 

speech, etc. 650 3 609 5 605 5 45 
7. Free elections 552 9 538 15 541 12 —11 
8. Free party 

organization 546 10 548 14 533 14 —13 
9. Independent 

judiciary . 574 5 #9581 7 «%347 10 —27 


10. Government funds 523 14 552 12 544 11 +21 
11. Social legislation 562 7 622 4 609 4 +47 
12. Civilian supremacy 567 6 568 10 521 15 —46 
13. Ecclesiastical 

freedom 732 «1 m7 «64 722 4 —10 
14. Government 

administration 539 12 569 9 565 7 +26 
15. Local government 542 11 551 13 540 13 —2 


seven places and forty-one points; in the standard of living, four 
places and thirty-four points; in the status of social legislation, 
three places and forty-seven points; etc. On the other hand, the 
state of freedom of speech, etc., slipped two places in the rank- 
ing and lost forty-five points; the judiciary impressed the special- 
ists less favorably by five places and twenty-seven points; civilian 
supremacy dropped nine places and forty-six points. 


Now, obviously, one cannot plot the course of a country’s 
democratic progress with the mathematical certainty which can 
be brought to the tracing of a comet’s orbit. Human variability 
and fallibility are excellently illustrated by the different judg- 
ments expressed in these surveys. They do serve, however, to 
undergird statistically a broad typing of the score of states in 
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Latin America. Uruguay, Costa Rica, and Chile monopolize the 
first three places in all three years when the specialists made their 
evaluations; Paraguay, the Dominican Republic, Haiti, and Nica- 
ragua regularly occupied four of the last six places. 

The statistical case for Uruguay is almost fantastically good. 
It would have been possible for the specialists in the three sur- 
veys to give an absolute maximum of 600 judgments of ‘‘excel- 
lent’’ to. a single country; Uruguay received 425. In the 1955 
survey nineteen of the specialists put Uruguay undisputedly in 
first place; one gave Costa Rica a tie with it. Uruguay received 
no judgments of “insignificant” in the three surveys, only two 
of “poor.” Paraguay, by contract, was given one evaluation of 
“excellent” out of the 600, 246 of “poor,” and 249 of 
“insignificant.” 


Such an experimental statistical approach is perhaps useful— 
within limits—but it leaves unanswered some important basic 
questions. For example, why are the Latin American states as 
they are, democracy-wise, and what reasonable prognosis can 
there be? 

Even any elementary student of Latin American history real- 
izes that in the colonial period virtually nothing of what we 
know as political democracy existed. Even in the cabildos, from 
which in many instances sprang the revolutionary impulse which 
made the several states independent, political vocality was re- 
stricted to the small minority of creoles and by no means to all 
of them. 

The concept of democracy in politics was, then, an importation. 
France, the United States, and Britain—and perhaps in that order 
of importance—were the principal fountainheads of inspiration. 
The concept appealed mightily to the newly free peoples and 
they and their rulers have rarely rejected it in principle or theory. 
That dubious democrat, Juan Domingo Perén, once said that “I 
[speak] in defense of democratic ideals, because my country is 
democratic and the constitution I have sworn to observe is also 
democratic.” 

But adoption of the concept and its successful application were 
two different things. The mere act of seizing the banner of 
democracy and waving it aloft with loud vivas did not include 
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the concurrent transplanting, or even the recognizing, of the 
underlying social and economic milieu which in a long and often 
painful evolution had made political democracy more workable 
in England and its offshoot nations. 


Many latinos will admit—or (when the argument is approached 
from another angle) assert—that certainly Latin America is not 
socially or economically egalitarian. The beggar in the street, or 
any other of Latin America’s countless numbers of “‘untouch- 
ables” who cringingly parrot “a sus dérdenes,” have as little in 
common with the cultured psychological descendant of the co- 
lonial creole aristocracy as any Okie or Arkie sharecropper could 
conceivably have with a Union League Club member. Economic 
distinctions are as sharp and the gulfs as wide: Rio’s many Cadil- 
lacs (which are said to average $10,000 in cost there) are only a 
stone’s throw away from the miserable fave/as or hillside slums. 


Many latinos would deplore such differentiations only aca- 
demically, and not very loudly at that. They often do not recog- 
nize that an inherent relationship exists between social and 
economic democracy on the one hand and the political variety 
on the other. It is no coincidence that those Latin American 
countries in which the greatest social democratization has occurred 
are all found within the top group of states which the specialists 
considered the most politically democratic. 


The answer to the other question—what will be the likely 
course of change ?—is implicit in the few paragraphs immediately 
e. The effective and easy functioning of political democracy 
will in large measure hinge on the achievement of greater social 
and economic integration. It is illogical to assume that a member 
of a Latin American elite group will genuinely want to share 
effective political voice and vote with one of whom he is socially 
contemptuous. Perén and his lady may have gone through the 
motions of fraternizing with their “beloved descamisados” 
(whether they actually meant it is another question) but it must 
also be remembered that the president and his wife were, at 
least secretly, anathema to the oligarquia in the Jockey Club. 
Do any straws indicate that the wind is blowing in the direction 
of greater integration? In some degree, yes. At least, we may be 
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cautiously optimistic about the long view even though the short 
one is often discouraging. 


Industrialization is perhaps the chief such straw. Latin 
America has, speaking broadly, found it both fashionable and, 
up to a point, economically wise to undertake industrialization. 
Heavy industry, obviously, is not wise if sought within the limits 
of a single country whose equipment for such an economic career 
is insufficient. 


This is not the place to attempt to analyze the complex sub- 
ject of Latin American industrialization. It does have an ines- 
capable relationship, though, to the process of social and economic 
integration of the population of a given country. The urban 
factory worker is perhaps more economically independent and 
certainly more socially mobile than his agrarian opposite num- 
ber. The latter is caught in the layers of a still rigid social 
stratification which in the city is crumbling slowly under the 
impact of industrialization. 


Education is another factor which gradually fills in the gap 
between proletarian and patrician. It produces a discontent, 
healthy or unhealthy, which often makes a person on the bottom 
rung of the ladder unwilling to stay there. Heretofore, the 
ladder all too frequently has had only bottom and top rungs but 
if enough people begin a loud enough clamor some middle rungs 
will have to be added for a presently very sparse middle class. 


Communication in a broad sense is still another straw. The 
lower classes need not now be literate (and large numbers still 
are not, despite the improvement in the educational level which 
the specialists noted over a decade) to be able to sense the 
increasing flux and ferment in the mid-twentieth-century world. 
Any radio news broadcast blaring from a corner cantina will, 
however badly edited or presented, inevitably bring its clientele 
ultimately into the social, economic, and political present. 

All of these, and other, factors will operate in a perhaps slow, 
halting, and painful way to produce a social democracy which 
will make a more fertile soil for the seeds of political democracy. 
The long future, if not the short one, looks promising for a 
good harvest. 





American Foreign Investment 


As Seen Through 
Tinted Glasses 


By Virgil Salera 


What do some opinion leaders in Latin America think about 
American foreign investment? A partial, but significant, answer 
is provided by a recent Mexican study that should prove as 
interesting to students of propaganda as to specialists in inter- 
national economics.” 


The task that Gonzalez has set for himself is to ascertain what 
American writers think about American foreign investment. As 
a Mexican writer, he does this for two reasons. First, the United 
States is the major outside source of capital for his country’s 
development, and second, the United States is the country with 
which Mexico has the closest economic relations. Surely, it 
would be a significant contribution to have a Latin American 
writer develop the indicated theme in an impeccable manner. 
But what do we encounter in this book? We see instead a 
politico-philosophic tract that will enrage the informed but prob- 
ably serve as an attractive rationalization of many popular preju- 
dices concerning a subject that overflows with all manner of 
popular misconceptions south of the Rio Grande. 


Perhaps the best way to indicate the content of the book is to 
summarize its conclusions, which well reflect the substance and 


1 Pablo Gonzalez Casanova, La Ideologia Norteamericana sobre In- 
versiones Extranjeras, Escuela Nacional de Economia, Instituto de In- 
vestigaciones Economicas, Mexico, 1955. Compare, however, the 
excellent work on a related subject by Juan Sanchez Navarro, Ensayo 
sobre Una Politica de Inversiones Extranjeras en Mexico, Confederacién 
de Camaras Nacionales de Comercio, Mexico, 1955. 
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tone of the volume. In reading what is to follow, it may be 
borne in mind that the writer has based his findings, ostensibly, 
mainly on the following American writers: Kreps, Hinshaw, 
McGuire, Kuznets, Balgooyen, Pierson, Kurihara, members of 
the staff of the Randall Commission, Senator Flanders, ,Aldrich, 
Hunter, Jesse Jones, Webb and ex-President Truman. 


“The following,” comments Gonzalez, “sets forth in compact 
form a list of the principal facts and relationships as these appear 
in the North American ideology on the subject; in addition, some 
related conclusions are included for the benefit of the reader: 


“I. Foreign investment seeks to resolve the economic prob- 
lems of the United States that are related to overproduction and 
capital accumulation: overinvestment, underconsumption, market 
competition, unemployment, etc. 


“II. The need for foreign investment derives from the dangers 
of overproduction, overinvestment, overregulation( sobrefiscali- 
zacion), unemployment, the contraction of domestic and foreign 
markets; this need appears or is recognized not only in cyclical 
contractions but also in relative prosperity . . . 


“III. The policy of foreign investment seeks to stabilize the 
domestic rate of profit, given overinvestment, and to realize a 
higher rate of profit in underdeveloped countries, given favor- 
able cost differences in the latter countries. 


“IV. The realization of profits, the stabilization of the rate 
of profit on existing investments, and the attaining of ever higher 
rates on new investments (abroad) are the essential features of 
American foreign investment policy. 


‘“V. Obstacles to foreign investment created by the U. S. 
government are overcome or tend to be overcome, other things 
equal, by finance capital and the great monopolies. The prevail- 
ing solutions which have the most immediate effects and which 
involve contradictory relations in the most severe form are those 
involving contradictions between finance capital and productive 
capital, between the domestic and foreign market, and between 
home and foreign sources of labor. The theoretical and pseudo- 
theoretical fight against intervention by the State seeks such solu- 
tions, inasmuch as it is a fight for freedom of action on the 
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part of finance capital and the monopolies both within the United 
States and in foreign countries. 

“VI. Obstacles in host countries take the form of protection 
accorded to local industry (tariffs, exchange control, etc.) and 
to local labor for the creation of protection of a home market 
or for other reasons of national economic and social policy (right 
to strike, wage legislation, maximum hours, etc.). The removal 
or weakening of such obstacles, by way of intervention by the 
U. S. government and the propaganda apparatus is a goal which 
is directly related to the size of business operations and invest- 
ments held abroad. Efforts to realize this goal affect every 
phase of life in the host countries—the political, economic, and 
cultural. It tends to alter the nature of the political, cultural 
and social forces as well as political, cultural, social and pro- 
ductive relations. 


“VII. Even. when there is pressure or strong action on the 
part of finance capital and the monopolies, as is shown in actions 
of the U. S. government with repercussions on the economic and 
political life of underdeveloped countries and sundry colonies— 
the pressure is not consistent or expressed in a uniform way. 
Within the United States there is maladjustment, friction, and 
opposition of interests as between finance capital on the one side 
and productive capital on the other, between competition for the 
home market and that for foreign markets . . . between the need 
for protecting the home market and the tearing down of pro- 
tective tariffs in other countries (which requires reciprocal tariff 
reductions in the United States at the expense of small home 
industries) .. . 

“VIII. The treatment of foreign investment in such a way 
as to win for it unconditional acceptance and the elimination of 
obstacles to its unfettered sway, is based on an ethical concept 
and, given the cultural structure of the United States, usually 
results in acceptance of the sought-for point of view. Devices 
from the field of social psychology are used for propaganda 
purposes . . . to achieve American goals at home and abroad. 

“IX. The foregoing shows, in summary, that foreign invest- 
ments are not simply an economic activity but rather an inte- 
grated social phenomenon whose origins and repercussions affect 
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the entire life of the investing and investment-receiving coun- 
tries, and that these tend to change the whole economic, social 
and cultural structure in particular of the underdeveloped 
nations.””* 


Readers of this journal hardly need to be told that it is rather 
strange, to put it mildly, to see conclusions such as those enu- 
merated above flowing from an “analysis” of the writings of 
respected American authors. Clearly, the study under review is 
not research as we understand the term. The effort is replete with 
errors of omission and commission, the lifting of passages out 
of context, embellishment with all manner of dialectical verbiage 
emphasizing alleged contradictions, and the like. With three 
thousand copies of this work in circulation—the apparatus which 
the book serves will hardly allow printed copies to gather dust 
in warehouses — it is clear that redoubled efforts will be needed 
to restore a semblance of balance and truth among peoples who 
want and need the benefits of American foreign investment. 


2 Gonzales, pp. 172-177. 








Steel and Symbolism at 
Paz del Rio 


By C. Langdon White and 
Donald J. Alderson* 


An integrated steel plant with its roaring blast furnace and 
swirls of acrid smoke can scarcely resemble the shining city of 
El Dorado, yet there is a striking tendency among Latin American 
govenments to identify the two. By 1950 three national siderur- 
gical enterprises were in operation south of the Rio Grande: 
Mexico, Brazil and Chile boasted installations capable of supply- 
ing most of their own raw materials and of manufacturing 
limited quantities of pig iron, steel ingots and steel products. 
When the Republic of Colombia aired its plan to build a similar 
project in the vicinity of Paz del Rio, however, a mission from 
the International Bank for Reconstruction and Development 
(IBRD) clearly warned that “all that glitters is not gold.’” 
Colombia nevertheless persisted, and its national iron and steel 
industry was inaugurated on October 13, 1954. In the light of 
experience to date, were the skeptics right, or has a new El 
Dorado arisen in the mountains of Boyaca Department? The 
answer must be sought in the aspirations which Paz del Rio’ 


* Dr. White is Professor of Geography at Stanford University. Mr. 
Alderson is a Research Assistant at the Stanford Research Institute. 

1 International Bank for Reconstruction and Development, The Basis 
of a Development Plan for Colombia: Report of a Mission Headed by 
Lauchlin Currie and Sponsored by the International Bank for Reconstruc- 
tion and Development in Collaboration with the Government of Colom- 
bia, Baltimore, Johns Hopkins Press, 1950. 

2 The Colombian national iron and steel industry is commonly referred 
to as Paz del Rio, although its official name is Acerias de Paz, de Rio, 
S. A. It was formerly known as the Empresa Siderirgica de Paz de 
Rio, S. A. 
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is believed to represent, as well as in the economic and geographic 
realities of its existence. 

For a semideveloped country such as Colombia, a national iron 
and steel industry may symbolize a galaxy of objectives. The 
intensity of its appeal derives from the fact that steel is funda- 
mental to all other industries; its breadth reflects the common 
assumption that industrialization is the inevitable harbinger of 
progress.* Expectations accordingly may range from the modest 
to the grandiose—from immediate financial advantage to ulti- 
mate historical fulfillment. Five key goals along the spectrum 
seem to epitomize the benefits envisaged in the mines and con- 
verters of Paz del Rio: 


1. Reduction and eventual elimination of heavy payments 
for imported steel, with consequent improvement in the nation’s 
foreign exchange position. 

2. Freedom from dependence upon foreign sources of supply, 
which had failed to provide Colombia with sufficient steel and 
fabricated goods during periods of war, depression and interna- 
tional tension. 


3. Stimulation of new domestic industries through assurance 
of a steady and economical source of steel and by-products. 

4. Diversification of a national economy too tightly bound to 
coffee, a product subject to the unpredictable behavior of both 
nature and the international market. 

5. Elevation of the national level of living through new jobs, 
higher production, expanded markets and increased economic 
stability. 

The above goals represent a program on which it is believed 
most proponents of Paz del Rio would agree. The establish- 
ment of a domestic armament industry and the eventual exporta- 
tion of surplus steel products have been mentioned as other pos- 
sible aims. Some hope that the force generated by Paz del Rio 
will culminate in the creation of a middle class on the United 
States or British pattern to bridge the unhealthy gap between 


3 See C. Langdon White, “Industrialization: a Panacea for Underde- 
veloped Nations?”’, Yearbook of the Association of Pacific Coast Geogra- 
phers, Volume 17, 1955, for a critical discussion of this assumption. 
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the very rich and the very poor.‘ For many, the prestige of 
having a national iron and steel industry seems to exert an 
independent attraction. But it is not necessary to cite additional 
motivations to show that this enterprise is expected to serve 
more than the usual economic ends. The basic function of the 
ordinary steel plant is to make a profit; Paz del Rio must lead 
a nation toward self-sufficiency and incarnate a vision of progress. 

In large measure, then, whether Paz del Rio is to be con- 
sidered a success depends on how well it plays its nationalistic 
role. Even where the profit motive is nominally subordinate to 
the doctrine of autarchy, however, a basic industry must meet 
minimum standards of efficiency or risk enslaving the economy 
which it seeks to liberate. It is, therefore, appropriate to ex- 
amine the foundations of the Colombian steel industry to ascer- 
tain whether it can compete with foreign suppliers, within its 
own market, in price, volume, and quality. 


Il. 


Natural and human resources must be skillfully combined if 
a siderurgical industry is to prosper. Raw materials, transporta- 


tion, markets, technical facilities, personnel and capital are the 
chief counters in the arithmetic of steel; political and social con- 
ditions may also signify the difference between success and fail- 
ure. The focus of all these elements is at the site of the plant 
itself, the location where the metallurgical process occurs. 
Colombia’s integrated steel mill is located at Belencito, a vil- 
lage about 160 miles northeast of Bogota in the Department of 
Boyaca. Belencito is about 21 miles south of Paz del Rio, the 
town which has given its name to the over-all enterprise. Within 
a radius of only 22 miles from the plant are found the basic raw 
materials for iron and steel production: iron ore, coal, limestone 
and water. From the standpoint of raw materials assembly cost, 
the proximity of iron ore, coal, and limestone gives Belencito an 
enviable position—certainly the best in Colombia and as good 


¢ The dangers of generalizing on the basis of British and United States 
experience are realistically discussed in Maurice A. Hall and Arnold A. 
Rogow, “Problems of Industrializdtion in Latin America,” Inter-Ameri- 
can Economic Affairs, Vol. IV, No. 3, Winter 1950, pp. 44-56. 
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as or better than that of Birmingham, Alabama.® As a result 
of this favorable circumstance, a United Nations report declared 
that “Belencito may well show figures for assembly costs which 
are among the lowest in the world.’”® 


The iron ore for this plant comes from the deposits at Paz 
del Rio, reportedly the largest in Colombia. The latest survey 
placed the reserves at 100 million tons, enough to insure a supply 
for many years. The ore has an average grade of 48.2 per cent 
iron, with 1.2 per cent phosphorus and varying proportions of 
other impurities.’ It is not high-grade ore, but, aside from its 
rather high phosphoric content, presents no formidable metal- 
lurgical problems. Open-pit mining and short haulage favor low 
assembly costs. An aerial conveyor system carries ore down from 
the mines in the Andes to the railroad in the Chicamocha River 
Valley. 


Colombia is also quite fortunate with respect to coal, although 
Latin America as a whole is conspicuously deficient in this 
resource. Iron and steel experts have stated that ‘Colombia 


has no fuel problems. It possesses the largest known coal re- 
serves in the region, of widely varying chemical compositions and 
cooking properties. The coke for Belencito will be manufac- 
tured from medium volatile coal which produces good coke 
without any blending and is mined less than 30 kms. from the 
steelworks.’’* Important deposits are actually found much closer 
to Belencito: the La Chapa field with an estimated reserve of 
200 million tons of coking coal is only 11 miles away. Total 
reserves in the area have been estimated as high as two billion 


® John E. Lancaster, “‘Colombia: Steel Industry Takes Shape,” Foreign 
Trade. Vol. XII, No. 303, October 18, 1954. 

® United Nations, Department of Economic Affairs, A Study of the 
Iron and Steel Industry in Latin America, New York, 1954. Vol. I: 
Report on the Meeting of an Expert Working Group held at Bogotd, 
p. 19. 

7 United Nations, Department of Economic and Social Affairs, Survey 
of World Iron Ore Resources: Occurrence, Appraisal and Use, New 
York 1955, pp. 221-222. 

® United Nations, Department of Economic Affairs, op. cit., p. 19. 
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tons, with “‘an estimated life of 50 years on the intended opera- 
tion level of Belencito.”® Because of its high ash content, Co- 
lombian coal must be washed, but its proximity to the mill 
permits a low delivered cost. 


Limestone of blast furnace quality is found in large quantities 
only one-half mile from the plant at Belencito. This single 
deposit, estimated at 65 million tons, can supply Belencito for 
many years and also provide material for concrete aggregates, 
agricultural lime and soda ash. 

Belencito receives its water from Lake Tota through a 16-inch 
pipeline which is about 18 miles long. The 23-square-mile lake 
provides a more than adequate supply of acceptable water. An 
ample supply is imperative, since more water is used in making 
a ton of steel than any other raw material—65,000 gallons. 

Although manganese and certain other necessary raw ma- 
terials are not produced in the Paz del Rio area, the Colom- 
bian national steel plant seems to be reasonably well favored 
with respect to supplies of the basic steel-making needs. It 
should be noted, however, that the International Bank for Re- 
construction and Development mission mentioned earlier felt 
that the iron ore and coal available in this region were not of 
high enough quality for optimum exploitation.*° 

The mountainous terrain, the inadequacy of waterways, and 
the dispersion of population clusters in Colombia combine to 
make transportation a problem of general concern. The trans- 
portation of raw materials within the Paz del Rio area has 
been alluded to above. Rail is the chief means by which ore 
and coal move to the plant at Belencito, and distances are 
admirably short. But Belencito must receive other materials 
and equipment from outside the district; it must send its finished 
products to market. A new river port on the Magdalena and 
new highways have been built to provide an inlet to this rather 
isolated site. Its principal outlet is the railroad between Belen- 


® Vaughan, Ernest H., A Study of the Development of National Steel 
Plants in Selected Latin American Countries, unpublished Ph.D., disser- 
tation, Austin, Texas, The University of Texas, 1955, p. 78. 

10 International Bank for ReconStruction and Development, op. cit., 
p. 424. 
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cito and Bogota, through which it is tied into the mainstream 
of the national transportation system, such as it is. Most of the 
nation’s facilities, unfortunately, are designed more for exporting 
than for internal coordination. There is presently no railroad, 
for example, connecting the capital with the other chief market 
for steel, Medellin. It is not surprising that the IBRD mission 
concluded that Belencito was too remote to operate profitably.” 
It should be pointed out, however, that a seaboard location 
such as the IBRD group favored for a substitute installation, 
would be even less advantageous with respect to the chief indus- 
trial markets of the country.” The following table illustrates 
some of the distances and difficulties involved. 


TABLE OF DISTANCES FROM BELENCITO BY 
PREFERABLE TRANSPORTATION ROUTES** 


Distance in Kilometers 


To Via Railroad Road _ River Total 


Armenia Ibague 100 
Barranquilla Puerto Olaya 339 
Barranca Bermeja San Gil 

Bogota Tunja 

Bucaramanga San Gil 

Buenaventura Ibague 

Cali Ibague 

Cartagena Puerto Olaya 

Cucuta San Gil 

Girardot Bogota 

Ibague Bogota 

Manizales Bogota 

Medellin Puerto Olaya 

Palmira Ibague 

Pereira 


11 [bid., p. 424. 

12 United Nations, Department of Economic Affairs, A Study of the 
Iron and Steel Industry in Latin America, New York, 1954. Vol. II: 
Proceedings of the Expert Working Group held at Bogota, pp. 354-356. 

18 [bid., Table of Distances from Belencito by Preferable Transporta- 
tion Routes, p. 357. 
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The market for finished steel products in Colombia is clearly 
large enough to absorb Paz del Rio’s scheduled capacity of 
122,000 tons per year. The national consumption rose sharply 
from 161,000 tons in 1950 to 270,800 tons in 1953, and unsatis- 
fied demand may have caused the potential market to exceed 
those figures.* Almost all the steel consumed was imported 
from the United States, since prior to the opening of the inte- 
grated industry in 1954, Colombia’s sole producer was a three- 
furnace scrap reduction plant in Medellin which normally pro- 
duced about 4,000 tons per year, although its rated capacity 
was considerably higher. 


In spite of rapid growth, however, Colombia’s market is small 
from the point of view of economical steel production, and will 
probably remain so for some time. The variety of products 
required is so great in proportion to the comparatively limited 
total demand that high operating costs are unavoidable. The 
IBRD mission recognized this significant disadvantage in its re- 
port on the Paz del Rio proposal.** Where the size and nature 
of the market do not permit production at the optimum level, 
high unit costs inevitably follow. 


The limited size and the diversity of the Colombian market 
are unfortunately not its only disabilities. It has already been 
pointed out that the location of the principal centers of con- 
sumption with respect to Belencito imposes serious transporta- 
tion difficulties, which are also reflected in high costs. Belen- 
cito’s interior, mountain-bound site is one of the many facts 
arguing against its becoming a supplier of foreign markets in the 
foreseeable future. 

The technical facilities at Belencito are designed to produce 
the types of steel products most needed in Colombia, such as 
rails, light structurals, plates, merchant shapes, bars and wire. 
Capacity is set at 122,000 tons annually, although plans have 
been announced for expansion to twice that figure. The problem 





14 United Nations, Department of Economic and Social Affairs, Eco- 
nomic Survey of Latin America, 1954, New York, 1955, p. 97. 
15 International Bank for Reconstruction and Development, op. cit., 


p. 425. 
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of determining the optimum size of the plant in terms of the 
market demand and the available capital has apparently been a 
vexing one. 

The main items of equipment are a blast furnace, three Thomas 
(basic Bessemer) converters, and an electric furnace for alloy 
steel production, plus a battery of coke ovens, a hot mill, wire- 
drawing equipment, a chemical recovery system, a power plant 
and several other installations. The equipment was designed by 
the Koppers Company of Pittsburgh, and the Arthur G. McKee 
and Company of Cleveland supervised the manufacturing and 
installation. Most of the equipment was produced by French 
firms. 

The Thomas conversion process was thought especially suit- 
able for the Paz del Rio project because of the high phosphoric 
content of the Belencito pig iron and because of the value of the 
Thomas by-products, phosphate slag and ammonium sulphate. 
These form highly prized fertilizers for Colombia's acid soils.** 

The equipment has come in for considerable criticism. Several 
engineers have referred to the blast furnace as antiquated and 
unsuited to the elevation at Belencito (8,500 feet) and a 
former employee has alleged that second-hand, obsolete equip- 
ment has held production down.” 

The lack of trained administrative and technical personnel in 
Colombia has caused Paz del Rio to lean heavily on the assistance 
of foreign experts. This dependence is to be expected tempo- 
rarily in any essentially pre-industrial society. Promising young 
men have been sent abroad, however, to gain experience in foreign 
mills. The scarcity of trained and literate labor has perhaps 
been a more serious liability in the operation of the plant, but 
one which time will also cure if appropriate educational pro- 
grams are pursued. It was nevertheless cited by the IBRD mis- 
sion as another factor militating against the success of the 
project."* The supply of manpower for the plant is otherwise 
adequate, and wages are not excessive. 





16 Vaughan, Ernest H., op. cit., p. 82. 

17 Semana, Vol. XTX, No. 454, July 18, 1955, pp. 30-31. 

18 International Bank for Reconstruction and Development, op. cit., 
p. 424. 
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The financing of Paz del Rio has been a long and intricate 
story in which government control and foreign loans have been 
the dominant themes. The revenue from taxes and _ tariffs 
together with some private investment has created a $170 mil- 
lion corporation of the mixed type in which the government 
owns 77 per cent of the stock. The government recently for- 
mulated a plan to “‘sell”’ its $130 million interest in the enterprise 
to the public by means of a 4 per cent surtax to be levied on 
the incomes of all Colombians netting more than $2,000 per 
year after regular taxes. This is a novel way to overcome the 
traditional reluctance of Latin Americans to invest in industry. 
The transfer is expected to take 10 years, and most likely will 
not result in any appreciable diminution of official control over 
the enterprise.’ 


Following refusal of the IBRD to provide a loan for Paz del 
Rio in 1950, Colombia obtained a loan of over $23 million from 
the Bank of Paris and the Netherlands for construction of the 
plant. This may have been forthcoming because most of the 
heavy equipment for Belencito was bought in France. Additional 


foreign loans were subsequently secured in substantial amounts. 
A recent report indicates that the IBRD itself may invest $40 
million in the project, presumably to expand existing facilities.” 


It is difficult to imagine that the financing of Paz del Rio has 
not imposed a grave burden on the Colombian national economy. 
The cost of capital amortization has undoubtedly been high, as 
the IBRD predicted it would be in 1950, and at the same time 
tariffs and other protective measures on behalf of the new 
industry have contributed to the higher cost of fabricated goods 
and thus to inflationary pressure. “Of all the fiscal crazes in 
Colombia,” complained a writer in the magazine Semana, “the 
biggest and worst is Paz del Rio.” ™ 


Whatever the implications for the general economy, the author- 
itarian regime of President Rojas Pinilla has given Paz del Rio a 


20 Diario de Colombia, March 7, 1956. 
19 Noticias, Vol. XI, No. 45, Novetnber 8, 1955, p. 1. 
21 Hispanic American Report, Vol. VIII, No. 5, May 1955, p. 222. 





STEEL AND SYMBOLISM AT PAZ DEL RIO 91 


high priority in the national life. Financial assistance for develop- 
ment and operation has been provided, vigorous measures have 
been taken to protect the industry from foriegn competition (all 
iron and steel imports in bulk were actually prohibited at one 
time!), and 10-year tax exemptions have been offered to industries 
moving into the Paz del Rio area and using the products of the 
plant. The largest enterprice to have been “‘seeded” in this manner 
is Tissot et Cie. of Bordeaux, a fabricator of steel products. Until 
press censorship became severe in the fall of 1955, critics some- 
times inplied that operations at Paz del Rio suffered from too 
much government control. 


In this conspectus of Paz del Rio, the main elements—human 
and material—of the integrated industry have been surveyed, but 
they have necessarily been observed in isolation and at rest. A year 
and a half have passed since the galvanic spark of nationalism 
roused them into purposeful interaction. What light have these 
months shed on the question of whether Paz del Rio can complete 
with foreign suppliers? Comprehensive data on the production 
cost and quality of Paz del Rio steel are unfortunately unavail- 


able,”* but fragmentary evidence produces a mosaic which is well 


reflected in the following paragraph from the Hispanic American 
Report: 

“In spite of the great fanfare with which it was inaugu- 
rated, the Paz del Rio steel mill has proved a distinct 
liability. Representing a $200 million government invest- 
ment, the plant has produced only 11,000 tons of steel during 
the first eight months of its existence instead of the 10,000 
tons monthly which it was designed to produce. In addition, 
it has showed a net operating loss of $11 million. Colom- 
bian industry, which needs 20,000 tons of steel monthly, 
has had to pay 30 per cent more for imported steel due 
to protective tariffs. Even under hypothetical optimum con- 
ditions, Paz del Rio’s production costs would be $4 per 


22 It is perhaps significant that the official Colombian statistical sum- 
mary, the Boletin Mensual de Estadistica and the Revista del Banco de la 
Republica contain nothing on iron or steel production, although they 
faithfully chronicle cement, crude oil, etc. 
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ton higher than the cost of imported steel. The main 
drawbacks seem to be lack of skilled labor, poor equipment 
and disadvantageous economic and geographical factors. De- 
spite efforts of the new director, Col. Julio Santoyo, many 
Colombian financiers feel that it will be 10 years before the 
mill ceases to be the most extravagant of luxuries and begins 
to pay.” 


Il. 


In order to establish the basis for an evaluation of Paz del 
Rio, the question was asked whether that industry could compete 
with foreign suppliers in the quantity, quality, and price of its 
product. While objections to the quality of Paz del Rio steel 
have not attracted widespread attention, the insufficient quantity 
and the high price of the nationally produced steel have been 
a subject of public indignation in Colombia. A full year after 
inception, the plant was scarcely able to push production above 
60 per cent of its designed capacity, although costs soared as the 
sparks fly award.** What are the reasons for this failure, and 
what are its implications for Colombia ? 


Paz del Rio’s apparent paralysis is attributable to many reasons 
—to the shortcomings of its iron ore and coal, to its location 
remote from markets, to the deficiencies of the Colombian trans- 
portation system, to a limited market requiring a diversity of 
products, to inadequate technical facilities, and to lack of knowl- 
edge and experience on the part of its managers and workers. 
No single reason is believed paramount; the explanation is in 
the combination and interaction of all factors. The Colombian 
government has supported Paz del Rio to the utmost, and the 
enterprise has still not flourished. This fact strongly argues 
that the operation is basically unsound. That a propitious group- 
ing of raw materials has failed to result in successful manufac- 
turing indicates that the fundamental conditions for heavy 
industry simply do not yet exist in Colombia. The IBRD mission 
correctly concluded in 1950 that the launching of an integrated 


28 Hispanic American Report, Vol. VIII, No. 7, July 1955, p. 322. 
24 Noticias, Vol. XI, No. 45, November 8, 1955, p. 1. 
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iron and steel industry would be premature in view of the limited 
economic and technological progress in the country.” 


Paz del Rio is a high-cost producer of insufficient steel with 
an uncertain future. Since it is force-fed by tariffs and taxes and 
does not truly create wealth, Paz del Rio constitutes a serious 
burden for the national economy. There is another aspect to its 
parasitism: valuable human and material resources that might be 
more productively employed in other activities are diverted to 
this enterprise where they appear to be virtually wasted. In its 
present state, Paz del Rio cannot save appreciable amounts of 
foreign exchange, effectively stimulate new industries, lend resi- 
liency to the national economy, or raise the national level of 
living. In terms of conventional economic objectives, the inte- 
grated steel plant seems to have little current value, except as 
partial insurance against a shortage of imported steel. For the 
future, there is the hope that the gradual maturation of the Co- 
lombian economy will provide a tenable base for the industry, 
thus accomplishing what government control and sponsorship 
have so far failed to do. If this occurs, the appointed bell- 
wether industry will be in the inglorious position of trailing 
the flock. 


But it is not fair to evaluate Paz del Rio exclusively on its eco- 
nomic performance. The national iron and steel industry also 
has a symbolic role to play in Colombian life. It must serve as 
a vehicle of non-economic aspirations such as independence and 
social progress; it must even reflect pretensions to national strength 
and maturity. There is no precise scale by which to judge its 
effectiveness in this sphere, and it is beyond the scope of this 
inquiry to devise one, but it would seem reasonable to assume 
that the industry cannot long command acceptance even on sym- 
bolic grounds if its economic performance fails to improve. So 
far the limit of tolerance has not been reached. 


25The mission recommended as a specific alternative a small non- 
integrated steel mill to be located at Barranquilla and to operate on 
imported and domestic scrap. This was unacceptable to the Colombian 
government, chiefly because it would have meant continued dependence 
on foreign materials, and because the plant would not have been able to 
manufacture all the required types of steel products. 
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For those who believe that a national steel industry is justi- 
fiable at any price, Paz del Rio is indeed a new El Dorado; for 
others, perhaps, the ailing steel plant in the valley of the Chica- 
mocha is a grotesque and costly monument to misguided 
nationalism. 
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